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TREASURY,  POSTAL  SERVICE,  AND  GENERAL 
GOVERNMENT  APPROPRIATIONS  FOR  1994 


Thursday,  February  4,  1993. 
U.S.  POSTAL  SERVICE 

WITNESSES 

MARVIN  RUNYON,  CHIEF  EXECUTIVE  OFFICER  AND  POSTMASTER  GEN- 
ERAL, U.S.  POSTAL  SERVICE 
MIKE  COUGHLIN,  DEPUTY  POSTMASTER  GENERAL,  U.S.  POSTAL  SERVICE 
MARY  ELCANO,  VICE  PRESIDENT  AND  GENERAL  COUNSEL,  U.S.  POSTAL 
SERVICE 

INTRODUCTION 

Mr.  Hoyer.  General,  we  are  very  pleased  to  have  you  here  and  I 
want  to  welcome  you  to  the  Committee.  This  is  the  first  experience 
for  you  and  for  me.  For  me  as  Chairman,  for  you  as  Postmaster 
General. 

I  venture  to  say  that  perhaps  you  heard  that  this  Subcommittee 
is  not  particularly  popular  with  the  Postal  Service  as  a  result  of 
last  year's  actions:  a  reduction  of  $360  million  below  the  Postal 
Service's  request.  The  Subcommittee,  as  you  know,  also  inserted  a 
provision  which  prohibits  the  Postal  Service  from  raising  rates  for 
preferred  rate  mailers  in  1993,  thus  forcing  the  Postal  Service  to 
absorb  $360  million  out  of  operating  revenues. 

I  would  like  to  assure  you,  and  I  am  sure  you  know  this,  we  did 
not  arrive  at  this  decision  very  easily.  We  know  it  was  difficult  on 
the  Postal  Service.  We  look  forward  to  discussing  how  we  can  work 
out  this  funding  issue  for  in  the  future. 

The  budget  allocations  which  we  received  last  year  were  very 
low,  and  the  Subcommittee  had  several  alternatives  from  which  to 
choose.  All  of  them  were  painful.  We  took  the  alternative  we  hoped 
would  cause  the  least  amount  of  harm  to  the  Country  and  we  rec- 
ognized that  it  did  have  an  adverse  impact  on  the  Postal  Service, 
and  we  want  to  work  with  you  on  that. 

I  don't  know,  General,  what  the  budget  resolution  will  provide 
for  1994.  As  you  well  know,  the  President  is  now  in  the  throes  of 
putting  together  an  economic  growth  package.  Mr.  Panetta,  on  his 
behalf,  is  also  in  the  throes  of  putting  together  a  budget,  so  we 
don't  know  exactly  what  resources  we  will  have  available  to  this 
Committee. 

We  know,  however,  a  real  challenge  is  before  us.  I  think  realisti- 
cally speaking,  we  will  have  to  find  an  appropriate  combination  of 
factors.  We  want  to  work  with  you,  work  with  the  individuals  in 
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the  Postal  Service  who  are  very  concerned  about  these  issues,  work 
with  the  public  who  pays  for  your  services,  to  see  what  is  the  most 
equitable  and  affordable  alternative.  Bringing  the  budget  deficit 
under  control  will  require  sacrifice  on  the  part  of  all. 

I  hope  that  this  Subcommittee  can  work  constructively  with  the 
Postal  Service  and  the  Post  Office  and  Civil  Service  Committee  to 
find  the  fairest  way,  most  efficient  way,  most  effective  way,  to  run 
the  best  Postal  Service  in  the  world,  the  most  productive,  the  most 
cost-efficient  service  in  the  world. 

At  this  time  I  would  like  to  recognize  Mr.  Lightfoot.  He  too  is 
new  at  this  process,  in  a  sense.  He  is  the  new  Ranking  Member  of 
our  Committee,  and  has  been  on  the  Committee. 

Mr.  Lightfoot? 

Mr.  Lightfoot's  Opening  Statement 

Mr.  Lightfoot.  Thank  you,  Mr.  Chairman. 

Mr.  Runyon,  I  apologize  for  my  tardiness  this  morning,  but  as  it 
worked  out,  as  I  was  getting  ready  to  leave,  the  phone  rang  and 
there  is  a  company  that  is  very  serious  about  moving  into  our  State 
and  bringing  some  new  jobs,  and  I  thought  maybe  15  minutes,  you 
folks  wouldn't  get  too  upset  if  we  were  a  few  minutes  late.  But  I  do 
apologize  for  the  tardiness. 

I  would  like  to  add  my  welcome  to  you  here  today  as  well.  And  I 
think  according  to  the  story  that  was  in  the  Washington  Post  this 
morning,  a  lot  of  good  news,  rather  Herculean  effort  to  try  to 
reduce  the  deficit  and,  obviously,  you  are  to  be  commended  for 
that.  There  are  some  other  issues  I  think  that  still  remain  which 
we  will  have  to  deal  with  here,  and  of  course  revenue  forgone  is 
always  a  hot  number  that  comes  around  because  of  the  interest  in 
it  from  a  wide  variety  of  people. 

I  believe  that  Chairman  Hoyer  is  on  the  right  track  in  spending 
some  time  investigating  and  looking  at  the  underlying  reasons  for 
the  various  issues  and  programs  that  we  are  expected  to  deal  with 
here,  and  I  think  it  is  a  refreshing  approach  to  this  whole  appro- 
priations process. 

After  yesterday's  hearings,  I  think  we  are  on  the  right  track,  Mr. 
Chairman.  I  really  feel  good  about  what  is  happening.  And  in  that 
effort,  of  course,  we  support  those  goals  and  obviously  we  are  all 
interested  in  seeing  the  taxpayers  get  the  best  deal  for  their  dollar. 
That  is  what  we  are  all  here  for  on  both  sides  of  the  table. 

So,  again,  we  appreciate  you  coming  this  morning  and  look  for- 
ward to  hearing  your  testimony. 

Mr.  Hoyer.  Thank  you. 

Mr.  Olver  of  Massachusetts,  again  because  you  are  new,  you 
probably  didn't  get  a  chance  to  deal  with  Mr.  Olver.  You  may  have 
known  Silvio  Conte,  his  predecessor,  who  was  the  Ranking  Member 
of  the  Appropriations  Committee,  therefore  a  Member  of  every 
Subcommittee  and  a  very  happy  Member  of  this  Subcommittee. 

Mr.  Olver  is  a  former  Chairman  of  the  Taxation  Committee  in 
Massachusetts  and  a  long-time  Member  of  the  House  of  Represent- 
atives in  Massachusetts  from  western  Massachusetts.  He  is  going  to 
be  one  of  the  most  able  Members  of  this  Subcommittee. 

Mr.  Olver. 


Mr.  Olver's  Opening  Statement 

Mr.  Olver.  I  want  to  thank  you,  Mr.  Chairman. 

I  am  truly  new  here  and  therefore  have  very  little  background 
on  this  issue.  So  I  am  really  interested  in  learning. 

On  the  other  hand,  as  you  know,  the  exigencies  of  the  schedule 
that  goes  on  here,  I  pop  in  and  pop  out,  and  I  am  going  to  have  to 
probably  try  to  learn  from  the  written  documents  and  then  maybe 
find  another  occasion  when  I  can  communicate  more  precisely.  I 
am  obviously  very  interested  in  trying  to  see  the  most  efficient 
Postal  Service  and  optimized,  I  guess,  Postal  Service.  It  gets  the 
mail  delivered  the  best  for  the  least  cost.  And  I  would  be  very  in- 
terested in  what  you  have  to  say. 

General  we  are  very  pleased  to  hear  from  you.  Perhaps  you 
should  introduce  those  you  have  brought  with  you. 

Postmaster  General's  Opening  Statement 

Mr.  Runyon.  With  me  this  morning  are  Deputy  Postmaster  Gen- 
eral Mike  Coughlin  and  our  General  Counsel,  Mary  Elcano. 

We  appreciate  the  opportunity  to  talk  with  you  about  our 
progress  in  making  the  Postal  Service  more  competitive  and  re- 
sponsive to  its  customers,  and  the  threat  which  inadequate  funding 
of  the  revenue  forgone  program  poses  to  our  success. 

As  you  know,  no  other  company  or  organization  touches  the  lives 
of  more  Americans  more  often  than  the  Postal  Service.  We  help 
fuel  the  economy  of  the  Nation  with  half  a  billion  pieces  of  mail  a 
day,  most  of  them  business  related,  and  our  250  million  customers 
depend  on  us  for  timely,  reliable  delivery  of  their  messages  and 
products. 

When  I  joined  the  Postal  Service  last  July,  the  organization  faced 
challenges  on  many  fronts.  Rising  competition,  large,  frequent  rate 
increases,  and  inconsistent  service  were  causing  customers  to  turn 
to  other  companies  and  technologies  to  convey  their  messages. 

I  began  by  talking  with  the  people  about  the  state  of  the  Postal 
Service.  I  met  with  and  listened  to  employees,  union  and  manage- 
ment association  leaders,  customers,  as  well  as  competitors,  and  to 
many  of  you  and  your  colleagues. 

I  heard  that  postal  employees  are  competent,  dedicated  public 
servants,  that  the  Postal  Service  has  an  important  role  to  play  in 
our  country,  and  that  role  should  continue.  Just  last  week  a  chief 
executive  officer  told  me  that  reliable,  economical  mail  service  is 
essential  to  his  company's  competitiveness  here  and  abroad.  And 
that  is  true  for  business  all  across  the  country. 

But  I  also  learned  that  the  postal  system  had  a  number  of  prob- 
lems that  needed  to  be  fixed.  Everyone  seemed  to  agree  on  three 
things  that  we  needed  to  do  first  to  make  the  Postal  Service  more 
businesslike  and  more  competitive:  Reduce  bureaucracy  and  over- 
head, starting  at  the  top;  stabilize  postage  rates  by  eliminating  a 
projected  $2.2  billion  deficit  in  1993;  and  lastly,  to  improve  service 
quality. 


RESULTS  OF  REORGANIZATION 

In  the  past  six  months  we  have  made  great  progress  toward 
meeting  those  goals.  We  have  created  and  implemented  a  new  or- 
ganizational structure,  one  that  focuses  our  resources  on  the  cus- 
tomer. It  is  simpler  and  has  fewer  layers  of  management  and  re- 
duces overhead  staffing  by  more  than  25  percent,  or  about  30,000 
positions. 

We  have  also  improved  our  finances  significantly.  In  July,  we 
were  hoping  just  to  break  even  in  1992,  and  faced  a  deficit  this 
year  that  could  have  meant  a  35-cent  stamp  on  First  Class  Mail,  in 
1994. 

Thanks  to  the  efforts  of  our  employees  and  a  rebound  in  mail 
volume,  we  turned  it  around.  We  have  made  nearly  half-a-billion 
dollars  in  1992,  not  counting  restructuring  costs  we  went  through, 
and  we  are  in  a  good  position  to  eliminate  the  $2  billion  deficit  and 
hold  rates  steady  this  year  and  next,  at  least  through  1994. 

By  doing  so,  we  will  make  history.  This  will  be  the  first  time  that 
postage  rates  have  been  stable  for  four  years  since  Congress  made 
us  a  self-sufficient  organization  more  than  two  decades  ago. 

But  we  have  not  sacrificed  service  quality  to  meet  budget.  In 
fact,  as  customers  all  across  the  country  have  indicated,  our  service 
has  improved. 

This  past  holiday  season  was  our  first  major  test  since  the  re- 
structuring, a  time  when  customers  really  count  on  us.  Despite  the 
retirement  of  more  than  47,000  employees  and  a  7  percent  increase 
in  mail  volume  compared  with  last  year  in  the  two  weeks  leading 
up  to  Christmas,  we  delivered  some  of  the  best,  if  not  the  best, 
service  ever. 

We  are  taking  steps  to  continue  these  improvements  and  to  in- 
crease our  customer  satisfaction.  We  are  working  with  business 
customers  to  create  new  service  and  to  simplify  our  regulations 
and  pricing  structures.  We  increased  retail  hours  at  many  post  of- 
fices over  the  holidays  and  we  are  looking  to  extend  them  in  many 
offices  year-round.  And  we  are  expanding  our  independent  service 
measurement  programs  to  more  customers  and  more  classes  of 
mail  to  give  us  a  better  look  at  how  we  are  doing  and  show  us 
where  we  need  to  improve. 

Six  months  ago,  a  lot  of  postal  experts  gave  us  little  chance  for 
success  in  changing  the  Postal  Service.  Today,  thanks  to  the  efforts 
of  our  dedicated  employees,  we  are  more  competitive,  more  busi- 
nesslike, and  much  better  able  to  meet  the  needs  of  our  customers 
now  and  in  the  future. 

UNDERFUNDING  OF  REVENUE  FORGONE 

Unfortunately,  Mr.  Chairman,  our  hard-won  gains  are  being 
placed  in  jeopardy  because  of  continued  underfunding  for  revenue 
forgone.  We  recognize  that  this  program  was  established  to  serve  a 
worthwhile  goal  and  that  it  benefits  many  worthy  organizations. 
However,  we  don't  have  the  benefit  of  the  current  administration's 
views  on  revenue  forgone.  Their  position  is  under  development,  as 
you  know.  However,  because  of  the  decision  of  the  past  administra- 
tion and  past  Congresses  to  underfund  the  program,  it  now  repre- 
sents a  significant  financial  burden  to  all  postal  customers. 


For  three  straight  years  the  appropriation  to  reimburse  the 
Postal  Service  for  the  free  and  reduced  postage  rates  granted  to 
some  customers  by  Congress  has  not  covered  the  cost.  In  Fiscal 
Year  1991,  the  shortfall  was  $81  million;  in  1992,  it  was  $74  mil- 
lion. And  in  each  case,  we  were  instructed  not  to  increase  rates  for 
the  subsidized  mailers  to  make  up  the  loss,  but  to  wait  and  Con- 
gress would  pay  the  bill  in  a  future  appropriation. 

The  Fiscal  Year  1993  Postal  Service  Appropriation  Act  imposed 
an  additional  shortfall  of  $360  million,  as  you  mentioned,  and 
again  prohibited  the  Postal  Service  from  raising  nonprofit  rates  to 
cover  the  growing  cost.  The  total  revenue  forgone  shortfall  for  the 
last  three  years  is  more  than  half-a-billion  dollars.  In  Fiscal  Year 
1994,  we  estimate  that  it  will  take  $531  million  to  maintain  subsi- 
dized postage  rates  at  the  levels  currently  required  by  law.  This 
brings  the  total  bill  to  more  than  $1  billion. 

IMPACT  OF  UNDERFUNDING  REVENUE  FORGONE 

What  is  in  jeopardy  here  are  the  stable  postage  rates  for  all 
Americans  that  we  have  worked  hard  to  ensure.  If  the  issue  of 
funding  for  revenue  forgone  is  not  positively  addressed,  it  will 
impact  all  mailers  through  a  large  general  rate  increase.  That 
wouldn't  be  fair  to  the  majority  of  postal  customers  to  be  forced  to 
pay  higher  rates  to  keep  those  of  a  select  few  artificially  low.  It 
wouldn't  be  fair  to  postal  employees,  whose  hard  work  and  commit- 
ment to  improving  our  performance  and  raising  the  value  of  our 
services  will  be  undercut  by  these  actions.  And  it  wouldn't  be  fair 
to  the  country,  which  has  a  vested  interest  in  the  continued  work 
and  financial  well-being  of  the  Postal  Service.  We  are  the  common 
bond,  helping  residential  America  stay  in  touch  and  informed,  and 
corporate  America  stay  competitive. 

In  the  past,  the  Postal  Service  really  hasn't  taken  a  stand  on  this 
public  policy  issue,  deferring  to  the  judgment  of  the  Congress  on 
the  subject  of  the  subsidy  and  the  organizations  who  should  bene- 
fit. However,  the  costs  are  now  too  high. 

REVENUE  FORGONE  OPTIONS 

There  are  fair,  responsible  actions  which  this  subcommittee  and 
this  Congress  can  take  to  settle  these  past-due  accounts  and  safe- 
guard postage  rates  for  the  Nation.  Unfortunately,  as  with  most 
other  decisions  that  you  must  make,  none  of  the  choices  are  easy  or 
painless. 

The  first  and  most  obvious  action  you  can  take  is  to  return  to 
following  the  initial  statute.  Revenue  forgone  was  introduced  to 
serve  broad  public  policy  goals  and  was  designed  to  be  paid  for  out 
of  general  tax  revenues,  not  a  hidden  stamp  tax  on  all  users  of  the 
mail,  many  of  whom  can  barely  afford  to  pay  their  direct  taxes. 

If  funds  are  not  available  to  continue  the  current  subsidized  post- 
age rates,  the  mailers  who  use  them  should  pay  the  difference 
through  proportionate  increases.  This  is  the  way  that  Congress 
wrote  the  law  and  it  makes  sense  to  abide  by  it. 


REFORM  OF  ELIGIBILITY  STANDARDS 

However,  another  option  would  be  to  reform  the  eligibility  stand- 
ards for  the  subsidized  rates.  The  number  of  groups  eligible  to  use 
subsidized  rates  has  grown  from  12,000  in  1952,  to  305,000  in  1986, 
and  now  to  400,000  in  1993,  a  growth  of  30  percent  in  the  last  seven 
years. 

Some  of  the  groups  seem  to  be  taking  advantage  of  these  rates 
outside  the  original  intent  of  the  Congress.  Tightening  the  qualifi- 
cations would  reduce  the  program's  costs  and  perhaps  return  it  to 
its  original  objectives. 

You  could  do  both,  reform  the  eligibility  standards  and  allow  us 
to  make  up  whatever  shortfall  in  revenue  may  arise  this  year  with 
increases  in  the  subsidized  rates.  We  are  prepared  to  discuss  any 
such  package  of  reforms  and  rate  adjustments  with  you  or  your 
staffs,  right  down  to  the  details  of  administrative  practicality,  cost 
savings  and  economic  impact  on  subsidized  mailers. 

Finally,  the  repeated  decision  to  underfund  the  revenue  forgone 
suggests  that  Congress  may  believe  the  program  has  outlived  its 
usefulness.  You  may  wish  to  rethink  the  program  and  the  costs 
and  benefits  it  now  provides,  as  compared  with  the  other  pressing 
needs  of  the  country.  Options  include  phasing  it  out  or  replacing  it 
with  a  program  that  provides  financial  support  to  nonprofit  organi- 
zations in  some  other  way  than  through  postage  rate  subsidies. 

KEEPING  THE  POSTAL  SERVICE  COMPETITIVE 

The  Postal  Service  has  a  difficult  mandate,  a  balancing  act  be- 
tween government  service  and  private  industry  competitiveness 
that  we  have  been  trying  to  perform  for  two  decades. 

On  the  one  hand,  we  are  working  hard  to  be  a  top-quality  service 
organization,  responsive  to  the  mailing  needs  of  all  Americans,  as 
called  for  by  law.  At  the  same  time,  we  must  be  businesslike,  finan- 
cially self-sustaining  and  commercially  successful  in  the  highly 
competitive  communications  industry. 

This  mandate  requires  the  independence  to  manage  responsibly. 
We  respect  the  oversight  of  the  Congress  and  welcome  your  part- 
nership and  input  in  serving  the  people  of  this  country.  But  if  we 
are  to  have  any  chance  of  succeeding,  we  must  have  the  financial 
independence  to  balance  our  books  and  to  determine  our  own  mar- 
ketplace destiny. 

We  don't  receive  tax  dollars  anymore  to  support  our  operations, 
and  we  haven't  for  a  decade.  The  Postal  Service  can't  afford  to  sub- 
sidize any  particular  group  of  customers,  or  the  Federal  Govern- 
ment, by  continuing  to  write  off  appropriations  IOUs.  If  you  weigh 
your  choices,  I  ask  that  you  keep  the  best  interest  of  all  postal  cus- 
tomers in  mind  and  give  us  the  opportunity  to  go  continue  the 
progress  that  we  have  made. 

Thank  you,  Mr.  Chairman.  That  concludes  my  prepared  remarks 
and  now  we  will  be  pleased  to  respond  to  any  questions  that  you 
may  have. 

NEWSPAPER  ARTICLE  ON  POSTAL  SERVICE 

Mr.  Hoyer.  Thank  you,  General. 


I  thought  that  was  excellent  testimony.  I  want  to  congratulate 
you  on  the  article  that  you  referred  to  in  the  Washington  Post,  not 
so  much  the  article  itself,  but  the  facts  that  it  represents  and  the 
savings  that  you  have  effected,  and  the  testimony  that  you  have 
just  given,  which  reflects  that  as  well.  Hopefully,  all  of  our  agen- 
cies in  government  can  take  a  cue  from  the  actions  you  have  taken 
with  respect  to  effecting  efficiencies  within  the  department. 

INTRODUCTION  OF  CHAIRMAN  BEVILL 

Let  me  now,  introduce  somebody  to  you  that  you  may  already 
know.  He  has  had  an  impact  on  your  previous  life. 

Mr.  Runyon.  Right. 

Mr.  Hoyer.  He  is  one  of  the  really  great  leaders  of  the  Congress 
and  of  the  Appropriations  Committee,  Chairman  of  one  of  our  most 
important  Subcommittees,  Energy  and  Water,  which  you,  of  course, 
if  now  you  would  recognize  him.  Mr.  Bevill. 

Mr.  Bevill's  Opening  Statement 

Mr.  Bevill.  I  hope  we  got  all  that  down  on  the  record.  It  is  very 
nice  to  say  that. 

Thank  you  for  recognizing  me,  Mr.  Chairman. 

I  would  like  to  say  we  have  worked  very  close  together  and  Post- 
master General  Runyon  has  made  a  tremendous  record  of  course  as 
Vice  President  of  Ford  Motor  Company,  so  many  things,  but  I  just 
put  it  this  way. 

Have  you  put  your  resume  in  the  record? 

If  you  haven't,  we  should  do  that. 

Mr.  Runyon.  I  will  put  it  in. 

Mr.  Bevill.  We  would  like  to  have  that  in  the  record. 

Mr.  Runyon.  I  will  do  that  for  the  record. 
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MARVIN  RUNYON 

POSTMASTER  GENERAL  AND  CHIEF  EXECUTIVE  OFFICER 

OF  THE  UNITED  STATES  POSTAL  SERVICE 


Marvin  Runyon  was  named  the  70th  Postmaster  General  of  the  United  States  on 
May  5, 1992,  by  the  nine  Presidentially-appointed  Governors  of  the  Postal  Service. 

Mr.  Runyon  assumed  his  new  responsibilities  on  July  6, 1992,  after  serving  since  1988  as 
Chairman  of  the  Board  of  the  Tennessee  Valley  Authority  (TV A).  Appointed  to  that  position 
by  President  Ronald  Reagan,  Mr.  Runyon  introduced  a  new  way  of  doing  business  that  enabled 
TV  A  to  reduce  annual  operating  expenses  and  interest  payments  by  more  than  $500  million  and 
to  freeze  power  rates  for  five  years. 

Under  Mr.  Runyon's  leadership,  TVA  reduced  management  layers,  cut  overhead  costs 
by  more  than  30  percent,  and  achieved  cumulative  savings  and  efficiency  improvements  of 
$1.8  billion. 

Before  coming  to  TVA,  Mr.  Runyon  had  served  since  1980  as  President  and  Chief  Executive 
Officer  of  Nissan  Motor  Manufacturing  Corporation  U.S.A.  He  supervised  construction  and 
operation  of  Nissan's  Smyrna,  Tennessee,  facility,  which  was  named  as  one  of  the  ten  best- 
managed  manufacturing  plants  in  the  United  States  by  Fortune  magazine. 

Mr.  Runyon's  first  job  in  the  automotive  industry  was  on  a  Ford  Motor  Company  assembly 
line.  When  he  took  early  retirement  from  Ford  in  1980,  after  37  years  with  Ford,  he  served  as 
Vice  President,  Body  and  Assembly  Operations,  overseeing  29  plants  and  120,000  employees. 

Mr.  Runyon  is  a  member  of  the  Society  of  International  Business  Fellows  and  is  active  in 
many  civic  and  professional  organizations.  He  has  served  on  the  board  of  the  Electric  Power 
Research  Institute  and  as  an  at-large  member  of  the  electric  utilities'  Nuclear  Power  Oversight 
Committee. 

In  the  three  years  that  Mr.  Runyon  chaired  Tennessee's  Minority  Business  Opportunity 
Fair  in  Nashville,  the  fair  grew  into  the  largest  minority  business  event  of  its  kind  in  the 
nation.  He  also  recently  chaired  the  Mid-South  Minority  Purchasing  Council's  Minority 
Market  Place  trade  fair  and  the  Tennessee  Economic  Partnership's  Senior  Partner  Board. 

Mr.  Runyon  was  selected  to  Leadership  Nashville,  Leadership  Knoxville,  and 
Leadership  Memphis,  and  has  served  on  the  Chamber  of  Commerce  board  in  each  of  those 
Tennessee  cities.  In  addition,  he  has  served  on  United  Way  boards  in  Nashville  and  Knoxville 
and  as  a  board  member  of  the  Memphis  in  May  International  Festival,  Inc. 


A  board  member  of  the  Metropolitan  Nashville  Public  Education  Foundation, 
Mr.  Runyon  also  serves  on  the  University  of  Tennessee  Development  Council  and  the  Nucleus 
Fund  Committee  and  International  Programs  Resource  Development  Committee  of  Texas  A&M 
University. 

He  has  been  a  board  member  of  the  Tennessee  Technology  Foundation,  the  Southeast 
U.S. /Japan  Association,  Knoxville's  Downtown  Organization,  the  National  Conference  of 
Christians  and  Jews  (NCCJ),  and  the  Rotary  Club  of  Nashville. 

The  National  Management  Association  presented  its  Gold  Knight  of  Management 
Award  to  Mr.  Runyon  in  1992.  In  1990,  he  received  the  Human  Relations  Award  from  the 
NCCJ  Nashville  Chapter  and  the  Minority  Business  Development  Agency's  Special 
Recognition  Award. 

Tennessee-Japan  Friends  in  Commerce  presented  him  with  their  1989  Crystal  Award, 
and  The  Knoxville  loumal  named  Mr.  Runyon  "Newsmaker  of  the.  Year"  in  1988.  He  also  has 
received  the  Automotive  Hall  of  Fame's  distinguished  Service  Citation  and  been  named  "CEO 
of  the  Year"  by  Nashville's  Advantage  magazine  and  "Manager  of  the  Year"  by  a  Nashville 
chapter  of  the  National  Management  Association. 

Mr.  Runyon  was  born  in  Fort  Worth,  Texas,  on  September  16, 1924,  and  grew  up  in  Dallas. 
He  joined  the  Army  Air  Corps  in  1943  and  was  discharged  in  1945  with  the  rank  of  lieutenant. 
He  received  his  B.S.  degree  in  management  engineering  from  Texas  A&M  University.  A 
widower  with  four  grown  children,  Mr.  Runyon  was  married  in  January  1988  to  Sue  Atkinson, 
president  of  Atkinson  Public  Relations  in  Nashville. 


September  1992 
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Mr.  Bevill.  You  have  made  a  tremendous  record  with  the  TVA. 
He  was  the  Chairman  on  the  Board  of  the  Directors  of  TVA  for 
five  years,  so  we  worked  close  together  there,  and  I  don't  know  of 
any  man  in  the  country  that  has  more  business  ability  and  can  get 
the  red  tape  and  get  things  done  than  Marvin  Runyon.  So  I  just 
want  to  pay  tribute  to  him,  and  I  think  that  if  we  can  get  this 
drainage  on  him  there  that  he  is  talking  about,  the  revenue  for- 
gone, that  if  we  could  help  him  on  this,  I  think  he  will  see  to  it 
that  we  don't  have  any  more  postal  rate  increases. 

I  think  he  will  do  the  same  thing  he  did  with  the  TVA  and  Ford 
Motor  Company  and  many  other  things.  I  can't  remember  the 
name  of  your  company  down  there  in  Tennessee  that  you  built. 

Mr.  Runyon.  Nissan. 

PRODUCTIVITY 

Mr.  Bevill.  Yes,  Nissan,  that  he  built  the  factory  and  put  it  in 
production.  And  we  were  just  meeting  with  the  President  a  few 
minutes  ago,  the  Chairman  and  I,  and  some  others,  and  was  one  of 
the  things  the  President  has  stressed  is  productivity.  So  here  is  the 
champion  of  production,  so  I  think  we  are  going  to  look  forward  to 
working  with  Marvin  Runyon,  Mr.  Chairman. 

Mr.  Hoyer.  I  think  you  are  correct,  Mr.  Chairman.  On  productiv- 
ity, which  the  President  was  talking  about,  I  say  all  the  time,  our 
corporations  are  40  percent  ahead  of  the  number  two  in  the  world, 
and  the  Japanese  of  course  are  number  two  in  productivity,  The 
Postal  Service  may  be  even  further  ahead  now  in  light  of  what  you 
have  effected  over  the  last  six  months. 

If  we  were  in  that  category  as  it  relates  to  computers,  television, 
VCRs  and  automobiles,  and  a  whole  lot  of  other  things,  we 
wouldn't  have  a  trade  deficit  and  we  wouldn't  have  a  fiscal  deficit, 
quite  frankly. 

Mr.  Runyon.  In  the  last  two  quarters,  our  total  factor  of  produc- 
tivity was  4.4  percent  and  4.1  percent.  So  we  have  improved  our 
productivity.  And  we  have  to  continue  to  do  that  if  we  are  going  to 
continue  to  hold  our  rates  constant.  I  think  that  our  productivity 
has  to  improve  4  to  5  percent  every  year,  and  it  can  happen  if 
people  are  interested  in  what  they  are  doing,  see  success,  get  recog- 
nized for  that,  and  allowed  to  do  what  they  are  supposed  to  do. 

Mr.  Hoyer.  We  look  forward  to  working  with  you  on  that. 

EFFECTS  OF  CONTINUED  UNDERFUNDING 

Mr.  Hoyer.  General,  we  are  going  to  have  overview  hearings, 
which  has  not  necessarily  always  been  the  case  with  this  Committee. 
You  have  an  oversight  Committee:  the  Post  Office  and  Civil  Service 
Committee.  We  want  to  work  closely  with  them.  I  also  want  to 
emphasize  that  we  want  to  work  with  you  to  help  you  and  help  the 
employees  that  you  referred  to  who  are  c  such  a  good  job.  We 

have  to  deal  with  this  very  thorny  problen 

You  were  kind  to  the  Congress  and  tht  esident.  It  is  easy  to 
have  service  continued  for  people  that  yc      on't  have  to  pay  for, 
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that  you  let  somebody  else  pay  for.  That  is  essentially  what  we 
have  done  and  we  can't  continue  to  do  that.  You  point  that  out  in 
your  statement. 

In  your  statement  you  said  the  hard-won  gains  are  being  placed 
in  jeopardy  because  of  a  continuous  breakdown  in  revenue  forgone. 
As  I  said  earlier,  failing  to  fully  fund  revenue  forgone  has  created 
a  problem  for  the  Service.  As  I  see  it,  the  1991,  1992  and  1993  fail- 
ure of  the  Appropriations  Committee  would  have  had  the  impact  of 
adding  about  one  cent  to  your  rates.  As  I  understand,  a  rate  in- 
crease of  a  penny  adds  about  $800  million  to  the  cost  of  a  First- 
Class  letter. 

You  said  it  would  go  to  35  cents  if — 

Mr.  Runyon.  You  see  the  problem  was,  when  we  walked  through 
the  door,  we  were  looking  to  breakeven  maybe  in  1992;  lose  $2.2 
billion  this  year,  and  add  to  that  this  other  cost,  and  it  gets  higher. 
So  when  you  set  a  new  rate,  you  have  to  set  that  rate  for  three 
years.  That  has  been  the  practice.  Every  three  years  we  set  the 
rates.  So  you  set  the  rates  so  that  you  make  money  the  first  year. 
You  have  a  plus.  The  second  year  you  breakeven;  the  third  year 
you  lose,  and  then  you  go  with  another  rate. 

What  we  are  trying  to  do  is  just  not  do  that  and  not  raise  that 
rate  by  not  having  the  loss  in  this  third  year  of  the  rate  cycle,  and 
if  we  don't  have  a  loss  in  the  third  year  of  the  rate  cycle,  there  is 
no  reason  to  propose  a  rate  increase.  If  we  can  start  to  improve  our 
productivity,  we  might  be  able  to  shove  that  down  the  road  even 
further.  That  is  what  we  are  trying  to  do. 

POSTAGE  RATES  AT  DIFFERENT  LEVELS  OF  FUNDING 

Mr.  Hoyer.  I  don't  know  whether  you  have  prepared,  but  I  would 
like  to  have  for  the  use  of  the  Committee  Members  and  the  Mem- 
bers of  Congress,  the  ramifications  of  not  doing  any  one  of  the  al- 
ternatives but  continuing  to  do  what  we  have  been  doing,  and  that 
is  to  underfund  revenue  forgone. 

One  of  the  problems  was  the  President,  in  previous  administra- 
tions, either  zero-funded  or  underfunded  revenue  forgone.  This  put 
us  in  the  position  of  having  a  budget  submitted  to  us  with  less  rev- 
enue than  was  needed.  We  were  trying  to  meet  budget  targets  and 
it  was  very  difficult.  Now,  the  Congress  is  not  without  fault  be- 
cause obviously  it  could  have  said  we  have  this  legal  obligation, 
gone  ahead  and  done  it  and  cut  the  funds  other  places.  I  think  this 
President  and  hopefully  this  Committee  will  try  to  make  what  is 
going  to  be  a  tough  decision.  We  want  to  work  with  you  on  that. 

Mr.  Runyon.  And  we  want  to  work  on  that. 

Mr.  Hoyer.  Could  you  go  through  that,  perhaps,  for  us? 

Mr.  Runyon.  Yes,  for  example 

Mr.  Hoyer.  Make  any  comments  you  want  to  make.  We  will  in- 
clude that  in  the  record  and  make  sure  every  Member  has  it. 

Mr.  Runyon.  Okay.  We  have  a  lot  of  different  classifications. 

Mr.  Hoyer.  Maybe  we  could  hand  this  out  to  the  Members.  They 
could  read  along  with  it. 

[The  material  referred  to  and  the  budget  justifications  follow:] 


NUMBER 

SUBSIDY  $ 

(000*3) 

18,624 

21,536 

12,630 

65,097 

383 

5,799 

49 

425 

12 


SUBSIDIZED  MAILERS 

CATEGORY 

Second-Class 

In  County 

Nonprofit 

Classroom 

Science  of  Agriculture 

Subtotal  31,686  92,856 


Third-Class  Nonprofit 

Religious 

Educational 

Scientific 

Philanthropic 

Agricultural 

Labor 

Veteran 

Fraternal 

Political  Committees 

Undetermined 

Subtotal 


Fourth  Class  Library  Rate  3,376 


Free  Mail 

Free-For-the-Blind 
Absentee  Ballots 
Subtotal 

GRAND  TOTAL 


160,977 

64,029 

104,730 

197,035 

5,789 

5,692 

55,132 

59,750 

4,891   - 

3,572 

7,331 

3,795 

11,512 

20,611 

25,908 

5,469 

1,219 

4,018 

__ 

8.073 

377,489 

372,044 

62 

,137 

840 

62 

,977 

531, 

,253 
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PRELIMINARY  PREFERRED  PRICE  LEVELS  APPROXIMATIONS  (IN  CENTS) 
FY  1994  Request  (or  $612  Million  -  -  Illustrative  Examples    1/ 

Price  To  Nonprofit  Mailers  With  An  Appropriation  of      17. 


Current 

MOO 

$300 

$200 

Unsubsldlzed 

Class  of  Service 

Rates   /3 

Million  4/ 

Million  5/ 

Million  6/ 

Rates 

Second-Class  Publications 

In  County 

7.0 

7.3 

78 

8.2 

9.0 

4% 

11% 

17% 

29% 

Nonprofit 

12.8 

13.3 

13.9 

14.6 

15.8 

4% 

9% 

14% 

24% 

Classroom 

17.3 

17.9 

18.9 

19.8 

21.5 

4% 

9% 

14% 

25% 

Science  of  Agriculture 

15.8 

15.9 

16.0 

16.1 

16.3 

0% 

1% 

2% 

3% 

5.6 

6.3 

7.0 

8.2 

9% 

21% 

34% 

58% 

8.5 

9.2 

9.9 

11.1 

6% 

14% 

22% 

37% 

16.9 

17.6 

18.3 

19.6 

3% 

7% 

11% 

20% 

137.9 

139.2 

140.5 

143  0 

1% 

2% 

3% 

4% 

Third -Class  Nonprofit 

Carrier  Route  Presort  5.2 

Presort  to  Five  Digits  8. 1 

Required  Presort  16.4 
(Flat-sized  Pieces) 

Fourth -Class  Library  Rate  137.0 


1/  See  next  page  for  Illustrative  examples. 

2/  Price  assumes  that  $81  million  Is  applied  to  FY  1991  Reconciliation  Adjustment 
and  $63  million  Is  applied  to  free  mall  for  the  blind  and  overseas  ballots. 

3/  A  full  appropriation  of  $612  million  would  maintain  preferred  rates  at  their  current  level. 

4/  These  rates  would  be  necessary  In  order  to  recover  the  expected  shortfall  of  appropriations  if  the  FY 
1994  revenue  forgone  appropriation  is  set  at  $400  million. 

5/  These  rates  would  be  necessary  in  order  to  recover  the  expected  shortfall  of  appropriations  if  the  FY 
1994  revenue  forgone  appropriation  is  set  at  $300  million. 

6/  These  rates  would  be  necessary  in  order  to  recover  the  expected  shortfall  of  appropriations  if  the  FY 
1994  revenue  forgone  appropriation  is  set  at  $200  million. 
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DESCRIPTION  OF  ILLUSTRATIVE  PREFERRED  RATE  EXAMPLES 


SECOND-CLASS  PUBLICATIONS 


THIRD  CLASS  NONPROFIT 


In— County 

Rural  Newspaper: 
Frequency:   Weekly 
Weight:   5  Ounces 
All  Delivered  in  County 
Presorted  to  Carrier  Route 
Entered  at  Delivery  Office 

Nonprofit 

Veterans'  Magazine 
Frequency:  Monthly 
Weight:  4  Ounces 
Advertising:  20% 
New  York  to  Pittsburgh 
Presorted  to  5  Digits 

Classroom 

Classroom  Publications 
Frequency:  Weekly 
Weight:   10  Ounces 
Advertising:   15% 
New  York  to  Chicago 
32  Copies  per  Piece 
Presorted  to  5  Digits 

Science  of  Agriculture 

Rural  Agricultural  Newspaper 
Frequency:  Weekly 
Weight:  4  Ounces 
Advertising:  50% 
Within  150  Miles  of  Entry 
Presorted  to  5  Digits 
Entered  at  Destination  SCF 


Carrier— Route 

Fund— Raising  Letter 
Weight:  3/4  Ounce 
Local  Distribution 
Presorted  to  Carrier  Route 
Entered  at  the  Delivery  Office 


Presort  to  Five  Digits 

Fund— Raising  Letter 
Weight:  2  Ounces 
Nationwide  Distribution 
Presorted  to  5  Digits 
Barcoded 


Required  Presort  —  Flat  Sized  Pieces 

Fund— Raising  Letter  in  Large  Envelope 
Weight:    1.5  Ounces 
Nationwide  Distribution 
Required  Presort  Only 


FOURTH  CLASS 


Library  Rate 

Books  between  Libraries 
Weight:  3.5  Pounds 
New  York  to  Chicago 
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Mr.  Runyon.  On  second-class  publications,  the  current  rates  for 
in-county  costs  are  7  cents  and  that  would  go  to  9  cents  if  we  were 
not  funded  in  any  way.  Now,  that  is  a  29-percent  increase.  Some 
people  who  pay  29  cents  say  that  is  still  fairly  cheap,  9  cents.  Non- 
profits would  go  from  12.8  to  15.8;  classroom-type  publications 
would  go  to  17.3  to  21.5  cents,  and  science  or  agricultural  publica- 
tions would  go  from  15.8  cents  to  16.3  cents  or  a  3-percent  increase. 

In  the  third-class  nonprofit  carrier  presort  would  go  from  5.2 
cents  to  8.2  cents.  Now,  that  is  a  58-percent  increase,  but  it  is  only 
a  3-cent  increase,  and  8  cents  is  still  fairly  low.  Now  I  am  sure  that 
the  people  that  are  out  paying  5  cents  would  say  that  is  unaccept- 
able to  us. 

Mr.  Hoyer.  Can  you  give  us  examples,  for  example,  who  are  car- 
rier route  presorts? 

Mr.  Runyon.  Mike,  can  you  help  me? 

Mr.  Coughlin.  There  is  a  second  page  to  this  that  gives  you  an 
example,  specific  example  of  those  types. 

Mr.  Hoyer.  Fine.  You  can  go  ahead,  General. 

TIGHTENING  ELIGIBILITY  RULES 

Mr.  Runyon.  So  on  the  in-county,  that  is  rural  newspapers.  Now, 
rural  newspapers  were  funded,  as  I  understand  it,  for  a  very  good 
reason,  that  is  because  it  is  felt  that  the  people  in  the  rural  areas 
need  to  know  what  is  going  on  in  the  country  and  so  it  is  funded. 

Now,  there  are  different  ways  that  these  people  pay  for  their 
publications.  One  is  by  advertising. 

In  some  of  these  classes,  we  have  a  10  percent  limit  and  in  some 
they  can  go  as  high  as  75  percent  on  advertising,  which  is  still  car- 
ried at  the  low  rate.  So  there  are  many  ways,  what  I  was  mention- 
ing in  my  testimony,  that  we  need  to  reexamine  this. 

There  are  many  kinds  of  things  we  should  look  at  to  be  sure  we 
are  really  following  the  original  intent.  There  was  a  case  that  was 
talked  about  I  think  some  time  ago  about  the  Harvard  Business 
School's  alumni  magazine,  that  is  funded  under  these  things,  and 
people  are  going  on  the  advertising  cruises  and  things  like  that. 
Some  of  those  kinds  of  things  we  need  to  look  at  it  because  that  is 
how  we  get,  you  know,  from  the  300,000  up  to  the  400,000  permits, 
and  look  at  the  agencies  that  are  allowed. 

So  those  are  some  of  the  kinds  of  things  that  we  need  to  be  talk- 
ing about.  And  I  think  that  no  one  would  object  to  looking  at  that 
and  seeing  how  one  really  judges  who  is  using  this  and  determine 
if  we  really  doing  it  the  right  way.  So  if  we  are  going  to  continue  to 
do  that,  then  we  absolutely  have  to  do  that,  cut  down  the  total  rev- 
enues that  we  are  foregoing. 

Those  revenues,  forgone  revenues  are  gone  as  far  as  we  are  con- 
cerned. Forgone  is  not  a  good  word  for  us.  They  are  just  gone,  and 
we  would  like  to  cut  down  that  amount  if  we  could  in  some  fashion. 

ACTIONS  THE  POSTAL  SERVICE  MIGHT  TAKE  IF  IT  DOES  NOT  RECEIVE 

FULL  FUNDING 

Mr.  Hoyer.  In  the  event  that  we  do  not  fully  fund  revenue  for- 
gone and  we  continued  the  prohibition,  what  actions  would  you 
then  have  to  take? 
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Mr.  Runyon.  Well,  what  would  happen  is- 


Mr.  Hoyer.  The  probability  of  passing  along  an  increase. 

Mr.  Runyon.  Yes.  What  that  would  mean  is  that  if  you  are 
asking  the  Postal  Service  to  take  care  of  some  social  needs  of  the 
United  States  by  taxing  people  who  really  can't  afford  to  pay  it 
now.  The  income  of  many  people  who  buy  stamps,  and  would  be 
paying  part  of  that  cost,  is  such  that  they  really  don't  pay  income 
taxes,  so  you  are  taxing  people  who  don't  pay  taxes. 

There  are  a  lot  of  those  people  out  there  who  have  to  communi- 
cate but  they  do  not  have  to  pay  income  tax.  So  you  are  taxing 
people  that  don't  get  taxed.  That  is  not  double  taxation  but  it  is 
taxation  outside  the  limits  of  what  the  law  says  has  to  be  done.  So 
that  is  one  of  the  problems. 

Mr.  Hoyer.  And  the  people  that  you  are  referring  to,  General, 
would  be 

Mr.  Runyon.  People  on  fixed  incomes. 

INCREASING  RATES 

Mr.  Hoyer.  You  mentioned  in  your  testimony  the  need  to  accel- 
erate, perhaps,  the  increase  in  rates? 

Mr.  Runyon.  See,  by  increasing  the  rates,  that  is  what  you  are 
doing.  You  are  passing  this  on  to  everybody  else  who  uses  postage. 

THE  EFFECTS  OF  POSTAGE  RATE  INCREASES 

Mr.  Hoyer.  I  want  to  get  at  the  specific,  because  I  want  Members 
to  know  that  there  are  consequences  to  their  actions. 

Mr.  Runyon.  Right. 

Mr.  Hoyer.  Now,  if  we  do  what  we  did  last  year,  what  then  be- 
comes the  steps  that  you  have  to  take,  specifically? 

Mr.  Runyon.  Okay,  right  now  we  have  a  billion  dollars  that  is 
not  available  to  us  that  should  be,  at  least  by  the  end  of  the  next 
budget  year,  and  that  equates  to  1  cent  on  First-Class  postage  or  10 
percent  on  third-class  postage,  and  when  you  go  to  10  percent  on 
third-class  postage,  our  volume  starts  to  drop. 

When  our  volume  drops,  our  revenue  drops,  and  as  our  revenue 
drops,  then  we  have  to  go  back  and  increase  rates  again.  It  is  a 
cycle. 

So  we  are  trying  to  break  that  cycle.  That  is  why  we  have  gone 
through  the  pain  of  reducing  30,000  of  our  overhead  positions  now. 
We  did  that  at  some  cost  to  the  Postal  Service.  It  cost  us  over  a 
billion  dollars  to  give  incentives  for  people  to  retire  earlier.  So  that 
cost  we  are  going  to  have  to — to  recover  that  cost  and  we  have  got 
that  figure  down  in  employment. 

But  every  time  rates  go  up,  we  can't  reduce  30,000  people,  to  get 
that  many  people  to  retire  by  giving  them  another  incentive.  I 
mean,  it  is  a  spiral  that  we  are  going  in,  and  if  we  do  that,  we  will 
continue  to  raise  rates. 

ALTERNATE  METHODS  OF  DELIVERY 

As  we  raise  rates,  the  big  mailers  will  stop  using  our  service. 
What  they  have  now,  is  what  they  call  "alternate  methods  of  deliv- 
ery." I  am  sure  you  have  all  seen  those,  the  little  plastic  bags  that 
are  hanging  either  on  the  mailbox,  the  doorknob  or  laying  in  your 
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front  yard  somewhere.  That  is  called  an  "alternate  method  of  deliv- 
ery." Some  people  deliver  magazines.  All  kinds  of  advertising  mail 
goes  in  there,  and  when  it  goes  in  there,  it  comes  out  of  our  mail- 
box, out  of  our  mail  stream  and  out  of  our  revenue  stream. 

Other  people  are  using  cable  television  and  so  they  are  being 
forced  now  to  not  use  the  mail  as  they  go  to  cable  television  and  do 
their  advertising  on  cable  television  instead  of  using  the  mail.  They 
don't  like  that,  by  the  way.  They  don't  think  that  they  can  get  the 
same  reaction  to  that,  but  it  is  cost-effective.  If  it  is  cost-effective  to 
them,  they  are  going  to  do  that. 

Now,  as  we  continue  to  increase  our  rates,  we  continue  to  lose 
customers.  As  we  lose  customers,  we  lose  revenues  and  we  start  to 
cut  into  the  needs  of  the  people  we  have.  So  every  time  the  rate 
goes  up,  we  are  going  to  lose  business  and  we  are  going  to  lose  em- 
ployees. That  is  what  happens  to  us.  It  is  a  very  serious  problem 
with  us. 

THE  EFFECT  ON  RATES  AND  POSTAL  EMPLOYEES 

Mr.  Hoyer.  I  don't  want  to  be  tiring.  I  understand  what  you  just 
said,  and  that  is,  of  course,  what  does  happen.  If  we  fail  to  fund 
revenue  forgone,  how  soon  will  it  impact  on  the  cost  of  other  mail- 
ers and  will  it  have  any  adverse  effect  on  postal  employees? 

Mr.  Runyon.  Well,  I  think  that  if  we  do  our  business  right,  and 
we  got  a  billion  dollars  outstanding  that  we  can't  figure  out  how  to 
get,  and  you  know  how  to  get  it  means  raising  rates,  then  we  will 
have  to  do  that,  we  will  have  to  raise  the  rates.  And  what  that  will 
do,  it  will  have  an  immediate  effect  on  revenue  being  lost.  That 
was  proven  in  the  last  rate  case  where  costs  went  up  on  our  third- 
class  mailers — I  believe  it  was  about  25  percent,  and  the  volumes 
immediately  fell.  The  volumes — we  are  just  getting  that  back.  And 
the  reason  we  are  getting  that  back  is  because  we  have  made  a 
commitment  to  hold  our  rates  constant. 

Other  people  are  not  doing  that.  Some  of  the  people  who  compete 
with  us  are  raising  their  rates,  and  as  they  raise  their  rates,  then 
our  rates  look  better.  And  the  longer  we  can  hold  our  rates,  the 
longer  we  are  going  to  do  that. 

But  to  answer  your  question  specifically,  we  would  have  to  have 
a  rate  increase  to  go  up  at  least  a  cent  on  First-Class  Mail  and  10 
percent  on  third — or  10  percent  on  third-class  mail,  and  that  would 
have  an  effect  on  volume,  and  that  volume  effect  would  have  an 
effect  on  employees. 

Now,  how  many  employees,  I  can't  answer  that  question.  We 
would  have  to  see  it.  I  don't  know  where  this  teeter-totter  falls.  I 
know  it  falls  a  little  bit,  but  I  don't  know  who  does  like  that  and 
all  of  a  sudden  we  have  got  a  10-percent  loss  in  revenues.  If  we  get 
something  like  that,  we  are  in  very  serious  trouble  in  the  Postal 
Service. 

Mr.  Hoyer.  You  have  already  provided  this  list  and  I  appreciate 
that  and  that  will  go  into  the  record. 

Mr.  Lightfoot? 

Mr.  Lightfoot.  Thank  you,  Mr.  Chairman. 
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TIGHTENING  ELIGIBILITY  FOR  REVENUE  FORGONE 

Mr.  Hoyer.  I  have  other  questions,  but  I  will  get  back  to  them  in 
the  next  round. 

Mr.  Lightfoot.  General,  thank  you  again  for  coming  this  morn- 
ing. 

As  far  as  revenue  forgone,  what  portion  of  your  overall  budget  is 
that  percentage-wise? 

Mr.  Runyon.  Our  budget  is  about  $47  billion  and  we  have  got, 
roughly,  a  billion  dollars  in  revenue  forgone  that  is  not  there,  so 
roughly  2  percent. 

identification  of  those  receiving  benefit 

Mr.  Lightfoot.  Two  percent  of  the  overall  budget.  In  just  think- 
ing out  loud  in  ways  to  deal  with  this  situation,  again  depending  on 
what  happens  with  the  funding  mechanism,  for  those  people  who 
are  qualified  to  send  mail,  like  on  your  list  here,  the  so-called  reve- 
nue forgone,  would  it  be  advantageous  maybe  to  determine  the  or- 
ganization's tax  status,  using  IRS  records,  and  so  on,  to  make  sure 
that  we  are  only  getting  people  that  would  definitely  qualify,  or 
maybe  you  could  have  a  secondary  rate  of  some  kind  for  those  that 
do  have  a  profitable  organization? 

You  mentioned  earlier  you  take  the  university  that  sends  out  a 
catalog  and  some  fund-raising  group,  you  know,  some  of  these 
people,  they  pay  some  pretty  nice  salaries  to  the  people  up  on  top, 
and  they  are  competing  with  supposedly  the  other  nonprofits, 
where  folks  aren't— all  the  money  is  going  back  into  the  organiza- 
tion. Does  that  have  any  feasibility  at  all? 

Mr.  Runyon.  I  think  it  does.  I  think  if  you  looked  at  organiza- 
tions that  were  like  501(c)(3),  that  were  totally  nonprofit,  that 
might  be  a  qualification.  You  are  right.  There  are  some  that  are 
nonprofit  in  one  arena  and  they  are  profit  in  another  arena.  It  is 
hard  to  separate  the  two  and  that  would  be  one  way  to  go  at  it. 

RURAL  NEWSPAPERS 

Mr.  Lightfoot.  Of  course,  being  in  a  rural  area,  we  have  got  a 
lot  of  interests  from  rural  newspapers,  many  of  them  stick  one  of 
the  so-called  penny  shoppers  that  go  in  with  the  paper. 

Mr.  Runyon.  Great.  We  will  do  it. 

POSTAL  SERVICE  BOARD  OF  GOVERNORS 

Mr.  Lightfoot.  As  far  as,  of  course,  the  whole  revenue  forgone 
thing,  it  probably  should  be  determined  in  another  committee,  but 
we  end  up  with  it,  it  seems  like,  but  with  your  ability  to  do  busi- 
ness— I  understand  there  is  still  an  opening  on  the  Board  of  Gover- 
nors. Has  that  inhibited  you  in  any  way  without  someone  being 
there? 


Mr.  Runyon.  No,  sir,  that  has  not  bothered  us. 
Mr.  Lightfoot.  No  problem  at  all? 

Mr.  Runyon.  We  had  nine  governors,  one  appointed  each  year, 
so  we  have  eight  governors  now  who  are  still  in  their  terms. 
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Mr.  Lightfoot.  There  is  a  lawsuit  messed  up  in  this,  too,  right? 

Mr.  Run  yon.  Yes.  We  have  another  governor  whose  term  ex- 
pired on  December  the  8th,  and  under  normal  conditions  that  gov- 
ernor continues  for  another  year  or  until  the  new  governor  is  nom- 
inated and  approved  by  the  Senate,  ratified  by  the  Senate.  In  this 
case,  there  was  a  recess  appointment  made  over  a  12-day  recess 
and — to  replace  that  governor,  and  that  is  in  dispute  now.  The  gov- 
ernor in  place  has  disputed  whether  that  is  a  proper  appointment. 
So  that  is  under  way. 

CLOSING  OF  SMALL  POST  OFFICES 

Mr.  Lightfoot.  I  get  a  little  more,  maybe,  parochial  in  the  ques- 
tions here.  One  of  the  things  that  obviously  you  have  to  do  to 
streamline  and  become  more  efficient  concerning  what  post  offices 
you  will  leave  open,  where  you  will  open  new  ones,  new  neighbor- 
hoods. In  a  rural  area  like  the  Midwest,  in  many  cases  the  post 
office  is  the  only  thing  that  is  left  in  some  these  small  communi- 
ties. We  consolidated  the  schools,  so  the  kids  left,  and  you  get  into, 
being  somewhat  generous  I  would  say,  moderate  to  extreme  politi- 
cal pressure  when  it  is  suggested  that  the  post  office  be  closed 
down. 

We  have  an  instance  in  a  small  community  that  the  Postal  Serv- 
ice has  rented  a  house  and  they  are  paying  like  $1,500  a  year.  They 
serve  about  80  or  90  customers  out  of  that  house.  There  is  talk  now 
of  shutting  that  down  and  just  putting  a  series  of  lock  boxes.  It 
tends  to  be  a  lot  of  senior  citizens  in  rural  communities.  Last  week 
it  was  nine  below  zero,  so  you  get  into  those  kinds  of  problems  with 
shutting  rural  post  offices — we  are  trying  to  streamline  the  service, 
and  I  realize  you  have  got  to  make  some  good,  sound  business  deci- 
sions and  it  doesn't  make  sense  in  some  of  these  communities 
where  you  are  paying  the  postmaster  $20,000  and  the  revenue  is 
half  of  that  in  a  year's  time.  But  as  you  get  into  that  area,  do  you 
have  some  mechanisms  within  the  system  to  show  sensitivity  to 
those  kinds  of  things  where  you  know,  it  costs  $1,500  a  year  to 
serve  80  or  90  people? 

On  the  surface,  it  doesn't  look  like  that  is  an  outrageous  sum  of 
money,  and  it  is  an  opportunity  for  people  in  those  communities  to 
have  some  input  so  they  don't  feel  like  they  have  been  hurt.  I 
think  that  is  the  important  thing,  that  they  feel  like  they  have  a 
voice  in  the  decision  somewhere;  is  that  in  your  thinking? 

SMALL  POST  OFFICE  CLOSING  PROCEDURES 

Mr.  Runyon.  Yes,  that  is  in  our  thinking.  It  isn't  possible  for  us 
to  make  a  unilateral  decision  to  shut  down  a  post  office.  If  I  under- 
stand it  correctly,  we  may  say,  well,  we  need  to  reduce  and  do 
something  here.  And  the  minute  we  start  that,  then  there  is  a  lot 
of  meetings  that  we  have  with  people  in  the  community. 

I  think,  also,  and  I  will  ask  Mary  or  Mike  to  confirm  what  I  am 
saying,  but  I  think  also  the  Postal  Rate  Commission  has  some  say 
when  we  close  post  offices  down,  too,  which  is  another  check  and 
balance.  They  can  hold  hearings  about  whether  that  post  office 
ought  to  be  shut  down  or  not. 
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Now,  we  do  not  act  to  shut  down  every  post  office  that  is  not 
paying  its  way.  We  don't  do  that.  And  even  in  the  $2.2  billion  that 
we  are  looking  to  save  this  year,  we  are  not  putting  in  there  any 
monies  or  counting  on  any  monies  coming  from  closing  post  offices, 
because  we  can't  count  on  that,  so  we  are  not  doing  that. 

This  raises  another  issue  with  revenue  forgone,  you  see?  When 
we  don't  get  $531  million,  which  is  what  we  need  to  operate  next 
year,  if  we  don't  get  that,  we  start  looking  for  everything,  and  so 
that  is  just  one  more  factor  in  there. 

Mr.  Coughlin.  I  might  add,  Mr.  Lightfoot,  growing  out  of  a 
change  in  the  law  in  1976,  there  is  a  proscribed,  very  detailed  pro- 
cedure for  closing  down  post  offices  and  it  involves  community 
input,  the  opportunity  to  comment  on  any  proposed  changes  in  the 
service,  and  once  that  process  is  exhausted,  if  the  community  is 
still  not  satisfied  with  the  result,  they  have  the  right  to  appeal  to 
the  Postal  Rate  Commission.  That  is  where  the  Postal  Rate  Com- 
mission comes  in. 

Mr.  Run  yon.  I  might  add  that  when  I  was  asked  to  consider 
taking  this  job,  a  lot  of  people  knew  about  that  and  they  started 
telling  me,  now  you  can  shut  down  all  these  post  offices.  So  the 
first  thing  I  did  was  read  the  Postal  Reorganization  Act,  and  it  is 
on  page  one.  The  Act  says  you  will  not  shut  down  a  small  post 
office  for  economic  reasons  alone.  And  so  that  went  by  the  board 
quick,  because  we  can't. 

I  might  mention  one  thing  at  this  point,  though.  Until  10  years 
ago  the  Postal  Service  got  $460  million  to  take  care  of  things  like 
that,  and  we  haven't  gotten  that.  That  is  $4.6  billion  dollars  that 
we  haven't  gotten  in  the  last  10  years  to  handle  things  like  that. 
We  are  not  asking  for  it  either. 

Mr.  Lightfoot.  As  an  observation,  when  you  do  follow  that  pro- 
cedure, I  would  certainly  put  a  lot  of  emphasis  on  being  very  visual 
in  getting  comment  from  communities,  because  I  think  a  lot  of  it 
gets  into  perception. 

Mr.  Runyon.  I  agree  with  you. 

NEWSPAPER  EDITORIALS  ON  THE  POSTAL  SERVICE 

Mr.  Lightfoot.  Just  one  other  comment,  Mr.  Chairman.  I  will 
turn  it  back.  Here  is  a  newspaper  article  from  a  paper  back  home 
that  is  very  complimentary.  You  might  want  to  take  that  one  home 
and  put  it  on  the  wall. 

Mr.  Runyon.  Yes,  I  would  like  to  have  that. 

Mr.  Lightfoot.  And  another  paper  in  Ames,  Iowa,  that  histori- 
cally somewhat  took  the  Postal  Service  to  task,  and  if  you  could  at 
your  convenience,  you  might  want  to  respond  to  that.  I  think  it 
would  be  to  your  benefit,  but  you  make  the  decision  on  that. 

And  with  that,  Mr.  Chairman 

Mr.  Hoyer.  You  want  him  to  respond  to  the  paper,  or  to  you,  or 
to  both? 

Mr.  Lightfoot.  It  would — probably  both  would  be  useful,  because 
I  think  you  have  got  some  arguments. 

Mr.  Hoyer.  That  doesn't  mean  you  have  to  respond  to  the  news- 
paper, but  it  is  my  suggestion  you  do  respond  to  Mr.  Lightfoot. 

Mr.  Lightfoot.  We  will  submit  it  all  in  paper. 
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Mr.  Runyon.  I  think  I  understand. 

Mr.  Lightfoot.  It  is  like  anything,  coffee  shops  have  got  to  be 
the  downfall  of  our  country  in  some  respects.  That  is  where  all  the 
knowledge  comes  out  of,  then  it  gets  into  editorial  comment. 

Mr.  Runyon.  Some  of  the  places  where  a  lot  of  people  drink 
coffee  is  in  the  post  office,  because  as  you  mentioned,  that  is  the 
center  of  that  community,  and  people  meet  in  there,  you  know, 
from  8  to  10  o'clock  and  discuss  what  is  going  on  in  the  community 
in  that  post  office  building. 

Mr.  Hoyer.  Keep  that  up,  I  have  to  tell  the  President  on  his  jogs 
to  stop  at  the  post  office  rather  than  McDonald's. 

Mr.  Runyon.  There  is  only  coffee  there,  I  think. 

IOWA  COMMUNICATIONS  NETWORK 

Mr.  Lightfoot.  One  other  thing,  Mr.  Chairman,  if  I  could.  I  just 
overlooked. 

We  have  got  some  work  that  you  folks  have  been  doing  with  the 
Iowa  Communications  Network.  It  was  a  study  that  the  GSA  had 
directed  out  there,  and  we  just  would  kind  of  like  for  the  record  an 
update  on  how  that  study  is  going  and  what  you  found  from  it,  and 
if  it  is  successful,  it  obviously  will  contribute  to  your  efficiency. 

Mr.  Runyon.  We  will  provide  that  for  you. 

Mr.  Lightfoot.  I  appreciate  that. 

Thank  you.  Thank  you,  Mr.  Chairman. 

[The  information  follows:] 

Iowa  Communications  Network 

The  Postal  Service  is  working  with  the  General  Services  Administration  (GSA) 
and  the  Treasury  Department  to  review  how  the  Iowa  Communications  Network 
may  be  useful  to  the  Federal  Government. 

Representatives  of  all  three  agencies  traveled  to  Iowa  in  last  January  1993  to 
meet  with  Network  and  state  officials  and  learn  more  about  the  Network's  capabili- 
ties. Postal  managers  are  now  evaluating  how  the  Network  may  meet  our  needs. 
Once  completed,  the  study  results  will  be  communicated  to  GSA  who  is  responsible 
for  reporting  the  agencies'  findings  to  Congress. 

Mr.  Hoyer.  Mr.  Istook? 

ASSIGNMENT  OF  ZIP  CODES 

Mr.  Istook.  Thank  you,  Mr.  Chairman. 

Mr.  Runyon,  I  appreciate  the  good  news  that  you  brought  us  on 
the  rise  in  the  efficiency  and  that  is  marvelous,  I  wish  everybody 
could  make  that  kind  of  report.  I  think  you  are  certainly  to  be  com- 
mended for  that.  Of  course,  you  know  everybody  says  that  is  great, 
what  are  you  going  to  do  next  year.  You  got  to  set  a  tough  act  for 
yourself  to  follow.  That  is  excellent. 

Before  I  ask  you  some  questions  that  relate  to  your  testimony,  I 
wanted  to  ask  you  something,  too,  that  perhaps  you  could  give  me 
a  little  bit  of  guidance  on.  There  is  a  community  in  my  district  that 
is  very  concerned  regarding  assignment  of  ZIP  Codes.  I  don't  want 
to  get  into  that  full  discussion  here  with  you.  It  is  not  the  place, 
but  perhaps  you  could  give  us  some  guidance  on  who  we  should  be 
consulting  with  and  when — in  your  service  about  that? 

Mr.  Runyon.  Well,  the  local  postmaster,  of  course,  is  the  first  im- 
mediate person.  We  do  still  have  some  hierarchy  left  in  the  Postal 
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Service,  so  there  are  other  people,  but  you  can  write  me.  I  would  be 
glad  to  look  into  it  personally. 

Mr.  Istook.  We  had  some  frustration  dealing  with  the  local  post- 
master. 

Mr.  Runyon.  I  get  mail  like  that.  And  I  would  be  glad  to  respond 
to  that  personally. 
Mr.  Istook.  We  will  communicate  with  your  office. 

HISTORY  OF  REVENUE  FORGONE  FUNDING 

I  wanted  to  ask  you  about  the  figures  that  you  gave  us  on  the 
growth  and  the  forgone  revenues  and  the  shortfall  from  them. 

The  figures  you  related,  Fiscal  Year  1991,  $81  million,  1992,  $74 
million,  this  current  Fiscal  Year  you  are  looking  at  $360  million 
and  projecting  $531  million  for  1994.  What  is  your  explanation  for 
that  tremendous  growth,  especially  in  the  current  fiscal  year?  It 
has  increased  by  a  factor  of  almost  five  from  last  fiscal  year. 

Mr.  Runyon.  That  is  not  the  growth.  They  gave  us  some  monies. 

Mr.  Istook.  The  growth  in  the  shortfall? 

Mr.  Runyon.  I  need  to  have  the  total  number. 

Mr.  Hoyer.  Maybe  I  can  answer  this.  As  the  budget  constraints 
got  tighter  over  the  last  few  years,  we  met  less  and  less  of  the  re- 
quest for  the  revenue  forgone,  which  is  consistent  with  the  statute. 
In  effect,  when  we  adopted  the  Postal  Reorganization  Act,  we  said 
we  want  to  continue  these  preferred  rates  but  we  are  setting  up  a 
business  and  that  is  not  consistent  with  business  practice,  but  be- 
cause it  is  something  we  want  to  do  as  a  public  policy,  we  will  pay 
the  revenue  that  you  forgo,  or  otherwise  would  have  collected. 
Then  what  those  figures  result  from  is  the  shortfall  that  this  Com- 
mittee and  the  Senate  Appropriations  Committee  and  the  Congress 
gave  them,  and  last  year  what  happened  was  we  just  did  a  whole 
$360  million  hit  on  them. 

Mr.  Runyon.  I  am  sorry  I  don't  have 

REASONS  FOR  THE  GROWTH  IN  REVENUE  FORGONE  SHORTFALL 

Mr.  Istook.  I  realize  that  shortfall  comes  from  two  factors.  It  is 
taking  the  usage  by  the  groups  that  have  the  preferred  rates  and 
balancing  that  against  the  amount  of  the  appropriation,  and  you 
got  both  of  those  factors  in  there. 

Mr.  Runyon.  Right. 

Mr.  Istook.  Maybe  I  should  ask,  of  the  current  one,  is  that  basi- 
cally attributable  to  a  shortfall  in  the  appropriation  or  was  that 
also  some  corresponding  increase  in  the  use  by  the  nonprofits  this 
year? 

Mr.  Runyon.  Let  me  apologize  for  not  bringing  all  those  back 
numbers  here.  I  should  have  done  that,  but  I  will  submit  them  for 
the  record. 

In  looking  at  budget  projections  that  I  am  looking  at  over  the 
next  10  years,  I  saw  some  numbers  the  other  day  that  said  that  we 
got  100 — we  got  $122  million  this  past  year  and  the  year  before 
that,  I  hate  to  even  say  these  numbers,  but  it  is  something  like 
$400  million  we  got  and  the  number  before  that  was  $500  million 
we  got. 
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See,  what  we  got,  we  got  a  certain  number.  Say  $400  million,  and 
I  will  get  that  right  number  for  you. 

Mr.  Istook.  Basically  then,  the  shortfall  is  almost  exclusively  due 
to  a  change  in  the  appropriation  rather  than  a  change  in  usage. 

Mr.  Runyon.  Here  are  the  numbers.  In  1983 — let's  go  back  10 
years.  We  got  $879  million,  and  then  970,  then  716,  then  650,  then 
517,  436,  460,  473,  470,  122. 

Now  we  are  looking  for  531  for  1994,  which  is  not  unlike  those 
numbers  that  we  have  been  receiving  in  past  years.  Now,  I  am  sure 
that  there  are  things  that  made  these  numbers  go  up  and  down 
that  I  don't  really  know  about. 

Mr.  Istook.  What  I  want  to  do  then  is  compare  that.  If  most 
of  that  shortfall  is  because  of  the  fact  that  the  appropriation  was 
not  sufficient  to  cover  it  last  year  rather  than  a  growth  in  the 
usage,  I  wanted  to  compare  that  with  your  statement  that  some  of 
the  groups  eligible  to  use  the  subsidized  rates  seem  to  be  taking  ad- 
vantage of  them  outside  original  intent. 

There  might  be  some  tightening  of  qualifications.  Can  you  de- 
scribe for  us  then  in  a  dollar  and  cents  way,  whether  there  has 
really  been  any  growth  in  that  usage  in  the  last,  whatever  period 
would  be  meaningful?  It  may  be  a  couple  of  years;  it  may  be  five 
years. 

Mr.  Runyon.  I  would  have  to  go  back  and  research  the  records  to 
give  that  answer  to  you.  These  numbers  would  indicate  that  it  has 
grown.  Part  of  the  reason  that  these  rates  came  down  is  that  the 
rate  was  increased  for  the  not-for-profit  mailers,  the  subsidized 
mailers. 

Mr.  Istook.  It  was  increased  when? 

Mr.  Runyon.  This  says  nonprofits  rates  were  increased  in  two 
phasing  steps  in  January  1986.  So  that  in  1985,  it  was  970,  in  1986 
it  went  down  to  716.  And  then  in  1988  there  is  another  asterisk 
where  it  went  to  517,  says  equal  mark-up  period  for  reducing  reve- 
nue forgone  appropriation  was  implemented  midway  into  February 
1988.  So  there  was  some  markup,  you  see. 

The  law  says  when  we  don't  get  the  revenue  forgone,  we  are  per- 
mitted to  increase  the  rate  by  the  amount  of  money  that  we  have 
spent  to  take  care  of  that  business.  So  we  are  not  subsidized  in  any 
way.  It  costs  so  much  money  to  do  what  we  have  to  do.  And  we  pay 
part  of  that  and  Congress  pays  part  of  that.  Now,  if  Congress 
doesn't  pay  their  part,  that  is  the  revenue  forgone. 

Mr.  Istook.  Right. 

Mr.  Runyon.  Then  our  revenue  is  gone.  So  we  have  to  recover 
that.  That  is  all  we  are  trying  to  do. 

POSTAL  SERVICE'S  ABILITY  TO  RAISE  THE  RATES 

Mr.  Istook.  Certainly.  And  you  have,  under  existing  statute,  you 
have  the  ability,  if  the  revenue  forgone  appropriation  is  insufficient 
for  you,  you  have  the  ability  to  raise  those  rates  without  any  fur- 
ther action  by  Congress. 

Mr.  Runyon.  Yes,  we  do  have,  unless  they  say  we  can't.  They 
changed  the  law. 

Mr.  Istook.  That  is  what  I  say,  without  any  further  action,  right? 
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Mr.  Runyon.  And  the  Postal  Reorganization  Act  wasn't  changed 
but  the  Appropriations  Act  stopped  us  from  raising  the  rates. 

Mr.  Istook.  I  understand  you. 

Mr.  Runyon.  There  is  another  technique  that  is  used.  In  1991, 
when  we  said  we  were  short  $81  million,  we  are  supposed  to  get 
that  money  in  1994  that  we  were  short;  that  has  been  promised  to 
us. 

Mr.  Istook.  Did  you  get  it  in  writing? 

Mr.  Runyon.  I  think  so. 

Mr.  Coughlin.  The  answer  to  that  is  yes. 

Mr.  Runyon.  But  now  we  have  531  that  we  are  going  to  be  short. 
So  you  take  the  531,  and  you  add  the  81,  now  you  have  got  600  and 
whatever  it  is  that  we  need. 

Mr.  Istook.  Yes.  On  the — as  far  as  the  change  in  the  usage,  you 
know,  outside  the  original  intent,  and  so  forth,  that  you — do  I  un- 
derstand correctly  then,  you  are  not  talking  about  a  change  that  is 
peculiar  to  the  last  couple  of  years;  you  are  talking  about  a  change 
that  was  made  really  about  10  years  ago  or  so  and  has  just  contin- 
ued and  then  the  shortfall  has  not  been  covered  by  the  Congress? 

Mr.  Runyon.  No.  The  shortfall — I  don't  know  what  caused  the 
amount  to  be  spent.  All  I  know  is  that  people  have  a  license  or 
permit,  however  they  do  this,  in  order  to  use  this  lower  rate.  They 
have  that. 

LIMITING  ORGANIZATIONS'  ELIGIBILITY  FOR  PREFERRED  RATES 

I  guess  what  I  am  saying  is  that  we  need  to  go  back  to  see  what 
the  original  intent  of  Congress  was  and  apply  that  to  all  400  and 
some  odd  thousand  persons,  companies,  organizations  that  are 
doing  this  and  be  sure  they  all  apply  to  that,  or  maybe  you  want  to 
change  the  justification. 

TRENDS  IN  PREFERRED  RATE  MAILINGS 

Mr.  Istook.  But  you  are  not  talking  about  reversing  trends  that 
have  developed  just  within  the  last  two  years.  The  trends  you  are 
talking  about  are  much  older  than  that? 

Mr.  Coughlin.  Some  are  fairly  recent  and  some  go  back,  as  you 
indicated. 

Mr.  Istook.  What  would  be  the  recent  trends? 

Mr.  Coughlin.  Political  advocacy  groups,  the  line  between  politi- 
cal advocacy  groups  and  groups  that  qualify  under  the  educational 
category  is  very  fuzzy,  and  where  one  leaves  off  and  the  other 
begins  is  very  difficult  for  us  to  determine. 

Mr.  Istook.  Is  there  any  way  to  determine  that  by  the  group's 
tax  status? 

Mr.  Coughlin.  Essentially,  the  current  statutory  environment 
doesn't  tie  the  qualification  for  the  preferred  rates  to  the  tax  status 
of  the  organization.  That  is  one  of  the  things  that  Mr.  Runyon  sug- 
gested earlier.  That  would  probably  help  us  simplify  some  of  that 
task,  if  all  we  had  to  do  was  look  at  whatever  the  IRS  had  said 
about  the  organization,  if  it  had  made  that  501(CX3)  determination, 
its  qualification. 

Mr.  Istook.  Any  other  trend  you  would  identify  as  being  recent? 
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Mr.  Coughlin.  Well,  some  have  been  taken  care  of  by  this  com- 
mittee in  conjunction  with  other  parts  of  the  Congress.  There  has 
been  some  recent  curtailment  of  eligibility  involving  the  advertis- 
ing for  travel  and  credit  cards,  some  of  these  kinds  of  things  in 
alumni  magazines,  some  of  these  types  of  things. 

Mr.  Istook.  But  you  have  already  covered  those? 

Mr.  Coughlin.  They  are  fairly  limited. 

Mr.  Istook.  I  am  just  trying  to  zero  in  on  anything  that  you 
would  identify  as  recent  and  therefore,  perhaps,  a  little  bit  easier 
to  address  politically  that  you  have  not  already  had  addressed.  You 
have  identified  one  on  the  line  between  the  political  advocacy  and 
the  education  groups.  Any  others  that  you  have  to  identify? 

Mr.  Coughlin.  Not  right  off  the  top  of  my  head,  but  I  do  know 
we  are  in  the  process  of  doing  some  fairly  extensive  analysis  of  how 
this  has  all  changed  in  here.  Mr.  Runyon  mentioned  how  the 
number  of  these  permits  has  grown  so  dramatically  in  the  last  six 
or  seven  years,  30  percent,  and  while  I  don't  think  the  volume  has 
changed  that  much,  it  leads  me  to  wonder  what  kind  of  use  is 
being  made,  and  it  may  give  us  some  clues  as  to  where  some  other 
forms  might  be  considered.  But  those  are  things  we  would  want  to 
sit  down  with  you  and  probably  some  of  the  groups  sitting  behind 
us  right  now. 

HOW  PENDING  LEGISLATION  WOULD  AFFECT  REVENUE  FORGONE 

Mr.  Lightfoot.  Jim,  just  a  minute  on  that  point.  It  looks  like  we 
are  going  to  get  campaign  reform.  And  motor  voter  is  going  to  go 
through.  What  is  that  going  to  do?  Is  that  going  to  affect  this,  too, 
in  the  out-years? 

Mr.  Runyon.  That  would  be  another  kind  of  a  problem.  That 
would  add  to  the  revenue  forgone  problem,  just  like  throwing  it 
into  a  well. 

Mr.  Lightfoot.  Yes,  okay.  Thanks,  Jim. 

TRAVEL  EXPENSES 

Mr.  Istook.  I  just  know  it  is  easier  if  you  have  something  that 
you  perceive  as  an  abuse,  it  is  always  easier  to  address  it  earlier 
than  after  it  has  become  entrenched.  So  if  there  are  any  that  you 
have  to  identify,  I  am  interested  and  I  would  imagine  other  Mem- 
bers  here  would  be,  too,  other  than  the  one  you  already  have. 

Can  you  tell  me  in  your  budgeting  work  and  so  forth,  not  count- 
ing mail  delivery  services,  but  just  on  personnel  travel,  what  sort 
of  budget  does  the  Postal  Service  have  for  travel  and  for  conference 
meetings? 

Mr.  Runyon.  I  would  have  to  supply  that  for  the  record.  I 
haven't  the  slightest  idea. 

Mr.  Hoyer.  We  are  going  to  have  another  hearing  on  the  reve- 
nue forgone  proposal  that  will  come  in  the  President's  budget.  I 
don't  know  when  that  will  be,  but  this  may  be  something  that  we 
can  go  over  at  that  hearing. 

Mr.  Istook.  Certainly.  We  would  be  interested  in  that  informa- 
tion. 
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Mr.  Runyon.  Should  be  a  reduction.  We  don't  have  as  many 
people  in  that  capacity  to  do  that  traveling  anymore. 

Mr.  Istook.  For  traveling  and  conferences,  I  would  be  interested 
in  that  if  you  could  provide  it? 

Mr.  Chairman,  I  am  done. 

Mr.  Hoyer.  Thank  you. 

[The  information  follows:] 

Postal  Service  Budget  for  Personnel  Travel  and  Conferences 

The  Postal  Service's  travel  expenses  totaled  $86.5  million  in  Fiscal  Year  1991  and 
$84.1  million  in  Fiscal  Year  1992.  We  anticipate  spending  $77.9  million  in  Fiscal 
Year  1993. 

Postal  Service  conference  and  meeting  expenses  were  $9.8  million  and  $11.0  mil- 
lion respectively  in  Fiscal  Year  1991  and  Fiscal  Year  1992.  For  Fiscal  Year  1993,  our 
plan  calls  for  $10  million  in  conference  expenses. 

SPECIFIC  OPTIONS  FOR  RESOLVING  REVENUE  FORGONE  UNDERFUNDING 

Mr.  Hoyer.  General,  you  have  made  some  specific  observations. 
We  are  going  to  hear,  as  Mr.  Coughlin  observed,  from  some  of  your 
nonprofit  mailers  that  obviously  will  be  impacted  by  any  change  in 
the  policy,  by  our  failure  to  fund  revenue  foregone  and  if  we  don't 
preclude  you  from  raising  rates.  If  we  preclude  you  from  raising 
rates,  obviously  there  would  be  ramifications  with  respect  to  those 
mailers  who  are  not  protected  under  the  statute.  We  would  be  glad 
to  receive — Mr.  Istook  started  to  get  into  this  and  you  referred  to 
these  specific  options  that  are  available  to  reduce  the  appropria- 
tion. 

One  of  the  things  I  said  yesterday  as  we  started  these  hearings  is 
that  the  American  people  expect  us  to  be  real.  You  have  had  to  be 
real  in  dealing  with  your  problems  in  the  Postal  Service,  we  are 
going  to  have  to  be  real  in  the  operations  of  this  Committee,  and 
bringing  real  proposals  to  the  Floor  of  the  House.  We  are  going  to 
make  some  real  decisions  on  revenue  forgone  as  opposed  to  just 
pretending  that  you  can  do  it  all — we  don't  have  to  pay  for  revenue 
forgone  and  can  impose  the  cost  on  you.  At  some  point  in  time,  you 
have  got  to  pay  the  piper. 

Mr.  Runyon.  Right. 

Mr.  Hoyer.  Frankly,  from  my  perspective,  I  don't  want  to  see  it 
taken  out  of  the  employee's  hides.  I  agree  with  you,  that  we  don't 
want  to  place  it  on  folks  who  are  writing  home  to  mom. 

Mr.  Runyon.  That  is  right. 

[The  information  follows:] 
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Specific  Options  With  Regard  to  Possible  Subcommittee  Actions  on  Revenue 

Forgone 

The  three  basic  means  of  reducing  the  revenue  forgone  appropriation  are: 

(1)  Reducing  the  amount  of  mail  eligible  for  the  subsidy; 

(2)  Reducing  the  subsidy  by  increasing  postage  rates  for  eligible  mailers;  and 

(3)  A  combination  of  one  and  two. 

Specific  ways  to  reduce  the  amount  of  mail  eligible  include: 

Placing  additional  easily  enforceable  restrictions  on  advertising  in  second- 
and  third-class  nonprofit  mail: 

Prohibit  publications  containing  more  than  10  percent  advertising  from 
being  mailed  at  the  nonprofit  second-class  rates  [$26  million  savings]. 

Expand  generic  prohibitions  of  certain  types  of  advertising  in  nonprofit 

third-class  mail.  (Ads  for  credit  cards  are  currently  not  permitted;  weaker 

restrictions  apply  to  insurance  and  travel  ads.)  [$40  million] 

Coordinate  eligibility  for  nonprofit  "educational"  or   "charitable"   postage 

rates  with  eligibility  under  the  tax  code  to  receive  tax-deductible  contributions. 

[$46  million] 

This  would  disqualify  many  political  advocacy  groups  which  use  the  non- 
profit rates  to  send  "single  issue"  mailings.  It  would  also  disqualify  many 
business  and  professional  groups  which  use  the  nonprofit  rates  to  advertise 
seminars  and  "affinity"  services  intended  solely  for  the  benefit  of  their 
members. 
As  for  the  second  basic  alternative — reducing  the  subsidy  by  increasing  postage 
rates  for  eligible  mailers — one  method  would  be  to  require  mailers  to  pay  a  share  of 
the  overhead  "markup"  on  their  mail  by  raising  their  rates  to  cover  any  reduction 
in  the  subsidy.  Phasing  any  such  increases  over  a  set  number  of  years  would  soften 
the  impact  on  subsidized  mailers,  and  permit  them  to  plan  their  budgets  in  advance. 
[If,  for  example,  subsidized  mailers  were  required  to  pay  33%  of  the  markup  cur- 
rently financed  by  the  appropriation,  savings  would  approach  $155  million.] 

Mr.  Hoyer.  So  we  are  going  to  have  to  deal  with  it.  So  I  would 
ask  you  for  options,  not  proposals  because  I  understand  that  you 
don't  want  to  make  proposals.  However,  if  you  can  give  us  specific 
options,  including  a  discussion  of  why  we  have  this  expansion  and 
utilization  and  other  areas  about  which  people  have  raised  ques- 
tions. 

Now,  I  realize  you  are  going  to  incur  some  objections  in  this  be- 
cause people  are  going  to  be  concerned  that  you  are  saying  some- 
thing is  improper,  that  they  feel  is  very,  very  proper.  That  would 
be  helpful  to  us  as  we  try  to  come  to  grips  with  this.  We  are  going 
to  hear  from  some  employee  organizations  very  concerned  with  op- 
tions proposed  by  the  Postal  Service,  also  nonprofit  organizations. 
However,  we  must  try  to  make  decisions  that  make  sense  for  the 
country. 

We  appreciate  your  helping  us  in  this  regard. 

POSTAL  SERVICE  REORGANIZATION 

One  last  question,  if  I  might. 

You  have  referenced  a  reduction  of  47,000  personnel,  I  guess — is 
the  total  number.  You  also  mentioned  30,000? 

Mr.  Runyon.  We  had  approximately  47,000  who  retired.  Our  re- 
duction is  30,000  So  we  will  be  replacing  some  of  those  people. 

Mr.  Hoyer.  So  you  will  be  replacing  about  17,000  of  those? 

Mr.  Runyon.  Yes.  We  are  not  dropping  47,000.  That  is  how 
many 

Mr.  Hoyer.  30,000  is  the  reduction  in  the  FTEs,  in  effect.  Do  I 
understand  it? 

Mr.  Runyon.  Career  positions,  yes. 
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Mr.  Hoyer.  Obviously  that  was  of  a  great  deal  of  interest  from 
this  side  of  the  table.  You  obviously  think  that  has  been  successful, 
but  are  we  through  the  process  now? 

Are  you  going  to  be  doing  further  things,  do  you  think,  in  terms 
of  reorganization,  further  pairing  down,  or  are  you  where  you  want 
to  be  at  this  point  in  time? 

Generally  speaking,  you  might  want  to  comment  on  that.  How 
successful  do  you  think  you  have  been? 

Mr.  Runyon.  When  we  faced  the  situation  that  we  needed  to 
reduce  the  overhead,  we  looked  at  what  options  we  had.  There  are 
a  lot  of  options  in  reducing  the  manpower.  One  was  a  RIF,  layoff, 
all  those  kinds  of  things. 

RETIREMENT  INCENTIVES 

We  said  we  don't  want  to  do  that.  We  want  to  be  fair  about  this 
thing  and  do  it  in  the  best  way  we  can  for  the  employees,  because 
it  is  not  the  employees  fault  that  we  have  got  the  problem.  And  so 
we  came  up  with  the  idea  of  the  incentive  for  retirement,  which 
said  that  if  you  are  eligible  to  retire,  already  eligible,  we  will  give 
you  six-month's  pay  to  retire  if  you  will  do  it  now,  within  a  time- 
frame. 

We  said  if  you  have  got  20  years  of  service  and  you  are  50  years 
of  age,  we  will  also  give  you  an  incentive  to  retire.  And  if  you  have 
got  25  years  of  service  at  any  age,  we  will  give  you  the  six-month's 
pay. 

Well,  47,000  people  took  us  up  on  it.  That  didn't  totally  solve  our 
problem  because  within  the  47,000,  the  total  of  30,000  who  organi- 
zationally needed  to  move  didn't  go. 

Mr.  Hoyer.  They  were  not  all  the  right  slots? 

Mr.  Runyon.  Not  the  right  slots,  but  47,000  helped  a  lot.  And  so 
what  we  have  had  to  do  is  to  move  people  around  and  put  them  in 
different  jobs,  and  we  are  doing  that.  We  still  have  some  of  that  to 
do.  That  is  not  totally  done,  but  we  will  get  it  done. 

The  people  who  are  dropping  down  in  position  are  retaining  their 
pay  and  their  grade  and  they  are  not  losing  that.  So  they  are  not 
being  hurt  financially. 

True,  they  were  at  this  level  in  the  job.  That  job  is  not  there  any- 
more, and  so  now  they  are  at  this  level  of  the  job.  So  we  have 
gotten  that — we  are  fairly  well  along  the  way. 

I  would  say  we  are  90  percent  and  we  need  to  finish  that  up.  In 
addition  to  what  we  have  been  doing,  there  has  been  started  for 
some  time  now  in  the  Postal  Service  an  automation  program.  The 
automation  program  will  result  in  less  people  working  in  the 
Postal  Service.  That  has  been  planned  on,  it  has  been  discussed 
with  the  unions  who  are  involved  in  that,  and  there  have  been 
agreements  reached  on  how  that  will  be  handled. 

TRANSITIONAL  EMPLOYEES 

One  of  the  ways  that  is  handled  is  through  what  they  call  "tran- 
sitional employees."  And  some  time  ago,  I  guess  it  was  a  year-and- 
a-half,  two  years  ago. 

Mr.  Coughlin.  About  a  year-and-a-half. 
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Mr.  Runyon.  The  unions  and  the  Postal  Service  reached  an 
agreement  that  as  career  employees  left,  there  would  be  transition- 
al employees  brought  on  board  to  do  their  job  until  that  job  disap- 
peared. When  that  job  disappeared,  the  transitional  employee  left. 
The  transitional  employee  was  hired  to  be  a  transition  employee, 
which  means  you  are  here  during  this  transition  period.  When  that 
transition  period  is  gone,  you  are  gone.  They  know  that. 

There  will  be  some  of  those  employees  that  will  be  leaving  as  the 
automation  comes  in.  We  kind  of  slowed  the  automation  program 
down  a  little  bit.  We  are  not  taking  that  as  fast  as  we  had  intended 
in  the  original  plan,  so  that  is  slowed  down  somewhat,  but  there 
will  be  employees  reduced  along  with  that. 

I  would  expect  that  over  time  as  we  become  more  productive, 
that  there  will  be  fewer  employees  in  the  Postal  Service,  but  that 
should  be  easy  to  accommodate  by  attrition,  and  so  I  wouldn't 
expect  to  see  a  large  number  of  people,  say,  who  are  out  of  work. 
Now,  I  hate  to  say  it  like  this,  but  one  thing  that  could  affect  that 
is  to  have  these  added  costs  come  charging  into  us  that  cost  us 
business. 

I  am  not  saying  you  put  added  costs,  we  throw  people  out.  I  am 
not  saying  that.  Added  costs  comes  in,  business  walks  out  the  door 
and  takes  the  revenue  with  it.  As  the  revenue  leaves,  then  we  have 
got  less  need.  We  have  got  less  need  for  employees. 

So  that  could  be  a  problem  for  us.  But  that  is  where  we  are  as 
far  as  our  manpower  is  concerned,  where  we  are  on  that. 

Now,  we  have  got  three  transition  centers  that  are  set  up  in  this 
area  here  to  take  care  of  the  large  number  of  people.  In  our  head- 
quarters staffing  was  reduced  by  about  40  percent,  not  25.  The  25 
percent  is  the  nationwide  average,  but  here  at  headquarters  we  cut 
about  40  percent.  So  we  have  got  people  who  are  at  transition  cen- 
ters, learning  new  occupations,  looking  for  new  jobs,  but  we  are 
getting  close  to  the  end  of  that. 

Mr.  Hoyer.  Any  other  questions? 

Mr.  Lightfoot.  Just  one,  Mr.  Chairman. 

POSTAL  SERVICE  BUDGETING  FOR  REVENUE  FORGONE 

In  the  $2  billion  deficit  reduction,  are  you  figuring  revenue  for- 
gone being  funded  in  Fiscal  Year  1994  for  that  figure,  or  is  it  in 
that  number? 

Mr.  Runyon.  Well,  in  Fiscal  Year  1994,  what  we  are  looking  for 
is  $563  million,  plus  the  $81  million  that  was  promised  some  time 
back  plus  the  $360  million  shortfall  in  Fiscal  Year  1993.  We  need 
that  for  the  1994  budget,  and  that  is  in  there,  yes,  sir.  We  are 
counting  on  that. 

If  we  don't  get  that,  then  we  have  to  take  some  other  kind  of 
steps  in  1994,  which  would  mean  either  raising  rates  or  doing 
something  like  that. 

RATE  INCREASES  AND  THEIR  EFFECT  ON  MAIL  VOLUME 

Mr.  Lightfoot.  Which,  of  course,  as  the  Chairman  suggested, 
some  of  the  options  of  the  things  you  can  do,  give  us  a  chance  to 
look  at  that,  how  you  may  have  to  handle  that.  You  mentioned  this 
earlier,  and  I  didn't  write  it  down.  When  you  do  get  a  rate  in- 
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crease,  you  see  a  drop  off  in  volume.  How  long  does  it  take  that 
volume  to  get  back  up  to  where  it  was  or  does  it  come  back  to 
where  it  was  over  a  period  of  time? 

Mr.  Coughlin.  Sometimes,  and  sometimes  not.  In  recent  years? 

Mr.  Lightfoot.  Supposed  history  then. 

Mr.  Coughlin.  Historically,  it  has  been  two  quarters,  two  eco- 
nomic quarters.  The  fact  is  in  the  last  half  of  the  1980s,  and  first 
couple  years  of  the  1990s,  we  have  two  rate  increases  of  very  signif- 
icant hikes,  percentage-wise  and  those  occurred  at  the  same  time 
as  you  had  an  economic  slump.  You  had  the  growth — the  booming 
growth — of  things  like  fax  that  have  an  effect  on  our  business.  You 
have  the  pretty  booming  growth  of  a  phenomenon  that  Mr.  Runyon 
talked  about,  called  "alternate  delivery,"  and  those  are  viable  com- 
panies that  are  taking  business  away  from  us. 

So  that  is  why  it  is  absolutely  critical  that  we  keep  these  prices 
stable,  and  it  is  not  just  us.  You  see  it  everywhere.  People  just 
don't  want  to  raise  prices. 

Mr.  Runyon.  The  last  two  rate  increases  which  would  cover  a 
period  of  about  four  years,  third-class  mailing  rates  have  gone  up 
an  average  of  58  percent.  Now,  those  are  profit  mailers,  and  that 
has  gone  up  and  as  a  result,  their  volumes  have  dropped. 

Now,  I  don't  remember  the  numbers  but  their  volumes  dropped 
considerably  and  it  seems  like  we  have  finally  just  got  back  to 
where  those  volumes  were  just  recently.  They  may  have,  and  they 
have  been  dropping  for  four  years. 

Mr.  Coughlin.  If  I  am  not  mistaken,  we  are  almost  exactly  two 
years  away  from  the  last  rate  change  when  the  third-class  advertis- 
ing mailers  were  hit  with  an  average  25  percent  increase,  and  it  is 
only  just  now  starting  to  catch  back  up  with  where  it  was  in  1991, 
and  the  drops  during  that  two-year  period  were  as  much  as  10  and 
15  percent  in  some  of  those  quarters.  The  bottom  really  dropped 
out  of  it. 

THE  NEED  FOR  RATE  STABILITY 

Mr.  Runyon.  One  of  the  things  that  caused  that  to  start  up 
again,  so  the  mailers  tell  me,  is  that  we  said  we  are  going  to  hold 
off  another  year  on  the  rates. 

Mr.  Lightfoot.  So  they  could  budget  it. 

Mr.  Runyon.  Yes,  that  is  right.  And  by  the  way,  that  is  a  real 
problem  for  the  people  who  get  the  revenue  forgone  subsidy  right 
now.  They  can't  budget.  I  mean,  they  are  on  the  edge  of  a  cliff,  and 
I  feel  bad  about  that  because  they  don't  know. 

If  you  say,  well,  we  are  not  going  to  fund  it,  raise  your  rates, 
they  haven  t  budgeted  that.  They  don't  know  how  to  budget,  you 
know? 

One  year  $70  million  have  it,  another  year  $80,  another  year, 
$360  million.  They  don't  know  what  to  do.  So  that  is  an  inequity 
through  the  whole  system  that  we  need  to  fix,  too. 

Mr.  Lightfoot.  From  a  purely  business  standpoint,  you  are 
better  off  with  the  higher  rate  if  you  know  it  is  stable? 

Mr.  Runyon.  If  you  know  it  is  stable,  then  you  are  all  right.  Our 
mailers  are  now  saying,  boy,  if  you  could  go  just  out  another  year 
and  tell  us  you  are  going  to  do  that,  that  would  be  fantastic  for  us; 
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we  would  know  what  to  do.  Part  of  the  discussions  that  we  are 
having  here  are  going  to  help  us  make  that  decision. 

IMPACT  OF  ELECTRONIC  COMMUNICATIONS  ON  MAIL  VOLUME 

Mr.  Lightfoot.  If  you  can  answer  this  question,  you  are  a  great 
crystal  ball  gazer,  but  with  the  electronic  communications  and  the 
impact  on  your  volume  there,  I  think  most  of  the  comments  that 
we  have  got  to  bring  to  you  today  came  to  us  over  a  fax.  I  assume  a 
letter  will  be  in  the  mail  tomorrow. 

Mr.  Runyon.  I  hope  it  is,  because  we  get  the  revenue. 

Mr.  Lightfoot.  You  bet.  Is  there  any  way,  and  I  know  you  prob- 
ably wrestle  with  this,  but  to  figure  into  your  future  planning  of 
what  kind  of  an  impact  this  new  communications  technology  is 
going  to  have  on  your  volume? 

Mr.  Runyon.  We  are  studying  that.  We  are  studying  that  now 
because  we  have  to  look  out  at  a  five-year  plan  and  a  10-year  plan, 
and  what  is  the  world  going  to  be  out  there,  and  how  are  we  going 
to  participate  in  that? 

You  know,  when  you  go  from  hard  copy  to  wire  copy,  we  don't 
benefit  much  from  that.  So  we  are  looking  at  all  the  kinds  of  ways 
that  we  can  still  be  the  primary  communication  mover  here,  and 
knowing  full  well  that  the  hard  copy,  the  letter  that  is  going  to  be 
in  the  mail  to  follow  that  fax,  one  of  these  days  somebody  is  going 
to  say,  I  don't  think  I  need  to  send  that  letter  anymore.  I  think 
they  have  already  got  it. 

I  know  they  have  got  it,  because  I  talked  to  them  on  the  phone. 
So  we  are  looking  very  hard  at  that.  I  don't  have  that  answer,  but 
we  have  to  have  that  answer  or  some  plan  to  deal  with  it,  because 
it  is  certainly  going  to  affect  our  work  force. 

Mr.  Lightfoot.  That  is  why  we  are  interested  in  this  Iowa 
project  on  the  communications.  It  gets  you  into  some  of  that. 

Mr.  Runyon.  That  project  you  are  talking  about,  if  I  understand 
it,  it  has  to  do  with  education.  I  was  very  interested  in  that  when  I 
was  at  TVA.  At  TVA  we  had  all  of  the  routes  for  all  of  these  wires 
to  go.  You  can  take  your  ground  wire  down  from  a  utility  system 
and  put  up  all  of  this  good  communications  stuff  right  with  your 
ground  wire,  and  you  can  get  into  every  rural  school,  and  you  can 
take  in  the  most  technologically  advanced  information  to  people  in 
the  rural  schools  and  educate — get  a  better  education  there  than 
you  can.  Because  you  can't  always  get  teachers  there  that  can 
teach  every  one  of  those  subjects.  You  can  get  teachers  there  that 
can  handle  this  technology,  but  you  need  to  get  it  there,  and  that  is 
a  very  important  part. 

Now,  in  the  Postal  Service,  I  don't  know  how  much  of  that  is  im- 
portant to  us.  It  was  certainly  important  to  me  at  TVA,  because  I 
felt  a  real  responsibility  for  rural  communities.  That  is  what  TVA 
is  all  about,  to  help  the  rural  communities  grow,  and  so  we  were 
very  active  in  that,  and  also  Vice  President  Gore  is  very  active  in  a 
national  highway  for  that  type  of  thing  so  it  sounds  like  there 
might  be  something  good.  How  it  affects  the  Postal  Service,  I  don't 
know  that. 

Mr.  Lightfoot.  General,  thank  you  very  much. 
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CONCLUSION 


Mr.  Hoyer.  General,  thank  you  very  much. 

We  look  forward  to  working  with  you.  Obviously,  we  may  need  to 
have  another  hearing  and  I  am  sure  we  will  go  over  some  of  the 
same  ground,  but  we  can  have  your  options  to  review  those  as  well. 

We  thank  you  very  much  for  being  with  us  today.  You  or  your 
staff  is  welcome  to  stay  during  the  course  of  the  testimony  that  we 
will  now  hear  from  the  nonprofits. 

[Questions  for  the  record  and  the  answers  thereto  follow:] 
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QUESTIONS  FOR  POSTMASTER  GENERAL  RUNYON 
FROM  CHAIRMAN  STENY  HOYER 


Mr.  Hoyer:   In  your  statement  you  say  that  your  "hard-won 
gains  are  being  placed  in  jeopardy  because  of  a  continuing 
breakdown  in  the  funding  for  revenue  forgone."   As  I  said 
earlier,  I  agree  that  failing  to  fully  fund  revenue  forgone 
has  created  a  problem  for  the  Service,  but  as  I  see  it  the 
1991,  1992,  and  1993  failure  of  appropriations  would  have 
the  impact  of  adding  about  one  cent  (each  one-cent  increase 
in  rates  brings  in  $800  million)  to  the  cost  of  a  First- 
Class  letter  when  rates  are  raised.   What  specific  adverse 
impact  do  you  see  that  the  failure  to  appropriate  the  $360 
million  having  on  the  Postal  Service? 

Mr.  Runyon:   The  $360  million  shortfall  is  roughly 
equivalent  to  a  half-cent  rate  increase  in  First-Class 
rates.   However,  that  shortfall  continues  a  disturbing 
pattern  of  shifting  costs  from  taxpayers  to  postal 
customers.   Earlier  revenue  forgone  losses  of  $81  million 
and  $74  million  occurred  in  Fiscal  Years  1991  and  1992. 
These  shifts  have  had  a  serious  effect  on  the  Postal 
Service's  competitiveness. 

These  transfers  of  costs  to  the  Postal  Service  will  result 
in  larger  rate  increases  occurring  sooner  than  would 
otherwise  be  the  case.   Those  increases  fall  heaviest  on 
those  who  can  least  afford  them  and,  especially  given  the 
increasingly  competitive  environment  we  face,  harm  the 
Postal  Service's  financial  viability.   Postage  price 
increases  lead  to  decreases  in  mail  volume  which  can  lead 
to  further  price  hikes  and  further  volume  drops.   Such  a 
downward  spiral  would  be  detrimental  to  the  health  of  the 
Nation's  postal  system. 

Mr.  Hoyer:   As  I  mentioned  before,  the  budget  allocations 
are  likely  to  be  very  low  again  in  1994.   Do  you  have  any 
specific  recommendations  as  to  how  the  Postal  Service,  the 
Congress,  and  the  regular  rate  mailers  can  work  together  to 
solve  this  budget  dilemma  in  a  way  that  is  fairly  equitable 
to  all  parties? 

Mr.  Runyon:   In  the  hearing  transcript,  we  responded  to 
your  request  to  provide  options  for  resolving  the  revenue 
forgone  question.   There  we  outline  possible  reforms  in  the 
eligibility  requirements  for  preferred  rates  as  well  as 
phasing  in  rate  increases  over  time  to  mitigate  the  impact 
on  preferred  rate  customers.   The  Postal  Service  remains 
ready  to  work  with  all  parties  to  achieve  a  solution  to 
this  problem. 
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Mr.  Hoyer:   You  have  reduced  the  cost  of  the  Postal  Service 

significantly  since  you  have  come  aboard.   What  impact  has 

that  had  on  employees  and  on  service  provided  to  your 
customers? 

Mr.  Runyon:   Restructuring  the  Postal  Service  began  at  the 
top  with  the  number  of  officers  dropping  from  42  to  23. 
Headquarters  staffing  was  reduced  about  38  percent  and  the 
postal  field  structure  was  streamlined.   The  Postal 
Service's  field  management  structure  was  also  simplified 
and  streamlined  to  make  mail  service  more  efficient, 
responsive,  and  competitive.   In  order  to  minimize  the 
impact  of  the  restructuring  on  employees,  a  retirement 
incentive  of  six  months'  pay  and  an  early-out  option  was 
offered  to  all  eligible  postal  employees.   The  six  months' 
pay  incentive  was  offered  to  certain  groups  of  employees 
eligible  for  optional  retirement  or  eligible  for  voluntary 
early  retirement.   More  than  47,000  employees  took 
advantage  of  a  special  retirement  six-month  lump  sum  salary 
incentive,  reducing  the  number  of  career  employees  to 
approximately  688,000  by  the  end  of  1992. 

Service  performance  is  measured  by  an  independent 
measurement  of  customer  satisfaction  (Customer  Satisfaction 
Index)  and  an  independent  measurement  of  First-Class  Mail 
service  performance  (External  First-Class  Measurement 
System).   In  the  latest  postal  quarter  covering  September- 
December  1992,  consumer  satisfaction  increased  two 
percentage  points,  with  87  percent  of  customers  rating 
their  postal  services  excellent,  very  good,  and  good. 
Service  performance  for  the  same  period  matched  that 
achieved  for  the  same  period  in  1991,  with  84  percent  of 
mail  committed  for  overnight  delivery  arriving  on  time. 

Mr.  Hoyer:   Under  the  1987,  1989,  and  1990  Omnibus  Budget 
Reconciliation  Acts  (OBRA),  the  Postal  Service  was  required 
to  pay  retroactively  billions  of  dollars  into  the  various 
Civil  Service  Retirements  Funds  and  Health  Benefits  Funds 
for  employees  retired  after  July  1,  1971.   Would  you 
summarize  for  the  Committee  what  the  Postal  Service  had  to 
pay  and  the  rationale  for  those  payments? 

Mr.  Runyon:   The  Omnibus  Budget  Reconciliation  Act  (OBRA) 
legislation  for  the  years  1985,  1987,  1989,  and  1990  have 
resulted  in  extraordinary  pressure  on  postal  costs  and 
postage  rates. 

o  The  OBRA  of  1985  made  the  Postal  Service  responsible  for 
all  the  health  benefits  for  postal  annuitants  retiring 
after  September  30,  1986.   Through  Fiscal  Year  1990, 
these  expenses  totaled  $329  million,  with  $2.44  billion 
projected  through  Fiscal  Year  1995. 
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o  The  OBRA  of  1987  required  the  Postal  Service  to  pay  $780 
million  for  annuitants'  health  benefits  and  COLAs  during 
Fiscal  Years  1988  and  1989. 

o  The  OBRA  of  1989  made  the  Postal  Service  responsible  for 
COLAs  for  its  retirees  retroactive  to  October  1,  1986, 
apportioned  for  Federal  civilian  and  Post  Office 
Department  service.   Total  costs  through  1990  were  $74 
million,  with  $1.03  billion  projected  through  Fiscal 
Year  1995. 

o  The  OBRA  of  1990  revised  all  of  these  OBRAs.   It  made 
the  Postal  Service  responsible  for  all  health  benefits 
and  COLAs  for  its  retirees  after  Reorganization,  or 
since  July  1,  1971,  apportioned  for  Federal  civilian 
and  Post  Office  Department  service. 

This  translated  into  an  incremental  expense  of  $2.6  billion 
in  Fiscal  Year  1991.   While  these  OBRAs  do  not  alter  the 
level  of  benefits  received  by  postal  annuitants,  the  Postal 
Service's  cumulative,  additional  costs  are  estimated  to  be 
$9  billion  through  Fiscal  Year  1995. 


Mr.  Hoyer:   If  you  accept  the  rationale  that  the  Postal 
Service  ought  to  pay  all  employee  retirement  costs 
(including  health)  for  all  employees  retired  since  1971 
(which  is  what  the  OBRAs  required)  and  the  Postal  Service 
did  not  start  paying  these  costs  until  1987-1990,  then 
isn't  there  some  logic  for  the  Postal  Service  to  pay 
interest  on  these  funds  which  were  in  effect  loaned  to  the 
Postal  Service  from  1971  to  until  the  1986,  1987,  and  1990 
OBRAs  were  enacted? 

Mr.  Runyon:   No,  there  is  not.   Such  "interest"  payments 
cannot  be  justified  under  the  letter  or  the  intent  of  the 
OBRA  of  1990.   The  payments  required  under  that  legislation 
were  assessed  by  Congress  to  cover  "any  amounts  which  would 
have  been  due"  if  the  amendments  made  by  the  OBRA  of  1990 
had  been  effect  since  July  1,  1971.   These  payments,  as 
explained  in  the  Conference  Report,  were  "calculated  to 
satisfy,"  and  indeed  "discharge,"  the  liabilities  of  the 
Postal  Service  under  the  new  legislation.   As  part  of  a 
government-wide  deficit  reduction  package,  the  OBRA  of  1990 
abrogated  the  legislative  policy  that  retirement  benefits 
for  former  employees  who  had  spent  the  greater  part  of 
their  careers  in  the  Post  Office  Department  should  remain 
the  responsibility  of  the  United  States  Government,  and 
placed  a  specific  price  tag  on  that  policy. 


Mr.  Hoyer:   Specifically  what  impact  would  the  failure  to 
appropriate  funds  have  on  preferred  rate  mailers  if  the 
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rates  were  allowed  to  go  up  to  cover  the  full  failure  of 
appropriations?  Please  cite  a  few  examples,  such  as  the 
increase  on  a  third-class  preferred  rate  letter  size  and 
a  second-class  preferred  rate  magazine. 

Mr.  Runyon:   This  information  was  supplied  as  an  insert  to 
the  transcript. 


Mr.  Hoyer:   Please  provide  for  the  record  an  illustrative 
list  of  various  classes  of  preferred  rate  mail,  what  the 
current  rates  are,  and  what  the  rates  would  be  at  various 
appropriation  levels  from  the  full  request  of  $972,000,000 
to  zero.   (This  is  for  illustrative  purposes  only). 

Mr.  Runyon:   This  list  was  supplied  as  an  insert  to  the 
transcript.   The  $972  million  could  be  recovered  in  one 
year  by  raising  the  preferred  rates  essentially  to  commer- 
cial levels,  or  over  two  years  by  charging  the  unsubsidized 
preferred  rates  to  recover  the  lost  subsidy.   This  second 
alternative  assumes  that  the  full  appropriation  is  provided 
in  FY  1995  and  FY  1996. 


8.   Mr.  Hoyer:   Some  of  the  prior  proposals  would  require  rela- 
tively complex  judgments  by  Postal  Service  employees  as  to 
the  "political"  or  "educational"  content  of  mail  which  is 
given  to  them.   What  is  the  Postal  Services  position  on 
these  proposals  from  an  administrative  or  management  point 
of  view? 

Mr.  Runyon:   We  believe  that  adoption  of  these  proposals 
would  reduce  service  to  our  customers  and  cause  postage 
payment  problems  that  would  probably  come  to  the  attention 
of  Congress. 

Complex,  subjective  regulations  take  time  to  administer. 
Even  under  ideal  circumstances,  postal  employees  responsi- 
ble for  determining  the  proper  classification  and  rates 
for  mail  would  have  to  decide  whether  the  content  of  the 
mail  is  educational  or  political,  and  if  the  advertising  is 
related  to  the  primary  function  of  the  nonprofit  organiza- 
tion.  The  need  to  determine  whether  nonprofit  mail  falls 
within  these  prohibitions  would  take  considerable  time  and, 
by  holding  up  the  acceptance  of  bulk  mailings,  cause 
delivery  delays. 

Another  problem  is  that  reasonable  people,  including  postal 
employees  at  the  30,000  post  offices  in  which  mail  can  be 
deposited,  will  come  to  different  conclusions  regarding  the 
same  type  of  mail.   Our  employees'  primary  focus  is  to  sort 
and  deliver  mail  rather  than  read  it  to  discover  the 
nuances  of  the  content.   Our  customers  would  not  be  likely 
to  obtain  consistent  interpretations  on  these  complex 
matters.   Nonprofit  customers  would  have  valid  complaints 
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of  unequal  treatment  which  we  would  be  unable  to  rectify 
except  with  after-the-fact  adjustments.   These  adjustments 
cause  our  customers  extensive  difficulties  which  have 
resulted  in  Congressional  attention  in  the  past. 

9.   Mr.  Hoyer:   What  problems  do  "after-the-fact"  enforcement 
present  to  the  Postal  Service? 

Mr.  Runyon:   "After-the-fact"  enforcement  has  been 
suggested  as  a  solution  to  the  problems  we  cite  in  our 
response  to  question  #  8.   Under  this  process,  postal 
employees  who  are  more  expert  in  defining  political  content 
and  more  familiar  with  IRS  tax  requirements  for  related 
business  activity  could  examine  the  mail  in  an  office 
atmosphere,  away  from  the  requirements  of  the  workroom 
floor . 

However,  after-the-fact  enforcement  causes  serious  problems 
with  our  customers,  who  in  the  past  have  drawn  the 
attention  of  Congress  to  these  problems.   Our  customers 
have  the  right  to  know  the  price  of  the  service  at  the  time 
they  use  it.   Delayed  enforcement  means  that  they  have  no 
assurance  that  the  price  they  are  quoted  is  the  final  price 
they  will  pay.   While  there  are  some  options  in  postal 
rates,  just  as  there  are  in  business,  we  believe  that 
changing  the  price  to  the  customer  is  not  an  appropriate 
way  in  which  to  conduct  business  and  results  in  real 
distress  on  the  part  of  customers  who  believe  they  have 
paid  for  a  mailing  only  to  discover  later  that  they  owe 
substantially  more. 

10.   Mr.  Hoyer:   What  impact  has  the  increase  in  rates  for  "non- 
letter-shaped"  third-class  mail  had  on  the  volume  of  that 
type  of  mail  being  sent? 

Mr.  Runyon:   We  have  seen  very  little  effect  on  total 
third-class  nonprofit  mail  volume  that  can  be  attributed 
to  the  rate  increase  for  these  larger  pieces.   Growth  in 
third-class  nonprofit  mail  volume  has  been  relatively  flat 
over  the  past  two  years,  which  is  probably  a  result  of  the 
recent  recession  and  the  large  increase  incurred  by  these 
mailers  as  part  of  the  general  postal  rate  increase  in 
1991. 


11.   Mr.  Hoyer:   Have  these  mailers  downsized  their  mail  to 
conform  to  the  new  requirements,  have  they  switched  to 
second-class  to  avoid  the  higher  rates,  or  have  they  simply 
paid  the  higher  rate? 

Mr.  Runyon:   Using  rounded  numbers,  4  billion  of  the 

12  billion  pieces,  or  one-third,  of  third-class  nonprofit 

mail  was  "non-letter  shaped"  before  the  rate  increases. 
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In  FY  1992,  after  the  first  half  of  the  rate  increase, 
3  billion  of  the  12  billion,  or  one-fourth  were  non-letter 
shaped.   The  higher  rates  were  paid  for  3  billion  pieces. 
Lower  rates  were  paid  for  the  1  billion  pieces  that  were 
down-sized.   We  expect  more  downsizing  in  reaction  to  the 
second  half  of  the  rate  increase  which  was  placed  into 
effect  last  October.   It  appears  that  very  few  nonprofit 
customers  switched  from  third-class  mail  to  second-class 
mail  last  year.   However,  there  is  some  thought  that  the 
second  half  of  the  rate  increase  will  encourage  some 
movement  that  might  be  reflected  in  volumes  for  FY  1993. 

12.   Mr.  Hoyer:   When  the  Postal  Service  first  started  out  in 
the  early  1970's  it  received  over  $1.5  billion  in  appro- 
priations from  the  Treasury  of  total  revenue  of  about 
$10  billion.   In  1993  you  requested  only  about  $.5  billion 
while  the  total  revenue  is  about  $50  billion.   So  you  have 
come  a  long  way  by  reducing  appropriations  from  about  15 
percent  to  about  1  percent  of  your  revenue.   What  are  your 
thoughts  regarding  the  establishment  of  a  special  class  for 
non-profit  mailers  which  would  be  financed  by  the  Postal 
Service  and  not  by  appropriations? 

Mr.  Runyon:   Expressed  as  a  percentage,  revenue  forgone  is 
a  small  part  of  the  postal  budget,  the  Federal  budget,  and 
even  the  combined  budgets  of  nonprofits.  As  then- 
Congressional  Budget  Office  Director  Alice  Rivlin  indicated 
in  her  statement  in  hearings  on  Treasury,  Postal  Service 
and  General  Government  Appropriations  for  Fiscal  Year  1981, 
revenue  forgone  funds  represented  less  than  0.2  percent  of 
net  nonprofit  income  reported  in  FY  1978.   This  relation- 
ship does  not  appear  to  have  materially  changed:   data  from 
the  1990  Annual  Report  on  Philanthropy  shows  $122.6  billion 
in  donations  to  charitable  organizations,  triple  the  Postal 
Service's  total  revenue  for  FY  1990.   However,  $500  million 
is  a  substantial  figure  and  it  substantially  affects  our 
bottom  line.   The  $360  million  cut  in  revenue  forgone  for 
FY  1993  eliminated  a  projected  operating  surplus  which 
would  have  been  available  to  extend  the  time  current  postal 
rates  will  be  in  effect. 

Moreover,  there  is  no  guarantee  that  the  cost  would  remain 
at  $500  million.   At  least  two  pieces  of  legislation, 
campaign  reform  and  "motor  voter,"  would  add  to  the  total. 
There  have  also  been  proposals  to  expand  eligibility  to 
include  the  mail  of  civic  organizations,  municipal  and 
county  hospitals,  and  constituent  mail  to  Congress.   While 
these  and  others  may  be  worthy  users  of  the  mail,  providing 
them  reduced  rates  places  a  substantial  burden  on  other 
mail  users.   We  are  especially  concerned  with  the  potential 
for  cost  increases  under  the  proposed  subclass  system. 
Under  the  old  system,  Congress  carefully  weighed  the  costs 
of  expanding  the  revenue  forgone  program  against  the 
potential  benefits.   If  it  costs  Congress  little  or  nothing 
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to  expand  the  program,  an  appropriate  evaluation  would  be 
difficult. 

Subclass  proposals,  if  adopted,  would  interfere  with  the 
Postal  Service's  ability  to  offer  competitive  rates.   These 
proposals  merely  shift  the  costs  paid  out  of  appropriations 
onto  regular-rate  commercial  mailers.   As  such,  they  would 
drive  up  the  rates  paid  by  those  mailers  and  make  the 
Postal  Service  less  competitive.   By  itself,  the  additional 
burden  might  not  appear  overwhelming,  but  it  compounds  the 
effects  of  any  increases  brought  about  by  inflation. 
Moreover,  it  would  undercut  the  competitive  strategy  of  the 
Postal  Service  to  hold  the  line  on  rates  while  competitors 
are  raising  their  prices. 

The  impact  on  rates  would  be  greater  than  the  costs  of  the 
proposals  suggest.   The  fact  is  that  many  customers  reduce 
their  use  of  the  mails  after  a  rate  increase.   For  example, 
data  used  by  the  Postal  Service  and  the  Postal  Rate 
Commission  show  that  a  10  percent  increase  in  rates  for 
third-class  mail  results  in  almost  a  7  percent  decline  in 
volume.   This  loss  in  the  customer  base  must  be  considered 
in  any  rate  increase. 

Finally,  from  a  more  philosophical  point  of  view,  the 
proposal  attempts  to  achieve  broad  social  goals  by  extend- 
ing reduced  rates  to  certain  types  of  organizations  and 
publishers.   We  certainly  have  no  problem  with  that 
objective.   The  mission  of  the  Postal  Service,  however, 
is  to  serve  its  customers  with  low-cost,  reliable  mail 
delivery.   The  revenue  forgone  program  as  it  was  conceived 
was  consistent  with  both  goals.   It  aided  the  designated 
mailers  without  impairing  low-cost  delivery  of  mail  for 
other  customers.   The  subclass  proposal  transfers  the 
responsibility  for  funding  a  broad  social  program  from 
the  General  Treasury  to  postal  customers.   That  represents 
a  fundamental  change  in  the  mission  of  the  Postal  Service. 
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QUESTIONS  FOR  POSTMASTER  GENERAL  RONTON 
FROM  REPRESENTATIVE  PETER  VISCLOSKY 


1.  Mr.  Visclosky:   Has  the  Postal  Service's  recent  reorgan- 
ization caused  any  changes  in  your  new  facilities  priority 
list? 

Mr.  Runyon:   Yes,  though  the  extent  of  the  changes  is  not 

yet  known.   We  anticipate  priorities  will  change  somewhat 
because  of  a  move  to  a  decentralized  automation  program 
for  letter  mail  processing.   This  should  result  in  a 
priority  list  which  focuses  less  on  construction  of  large 
mail  processing  facilities  to  house  bar  code  automation 
for  letter  mail.   We  will  know  more  about  the  extent  of 
these  changes  by  mid-1993. 

2.  Mr.  Visclosky:   Has  the  reorganization  changed  the  criteria 
used  in  forming  the  new  facilities  priority  list,  or  is  it 
still  entirely  a  function  of  the  Postal  Service's  automation 
and  modernization  program? 

Mr.  Runyon:   As  part  of  the  restructuring  effort,  we 
requested  that  planned  projects  be  reviewed  to  determine  if 
they  were  still  needed,  or  needed  to  be  scaled  down  to 
reflect  the  new  structure  and  new  automation  strategies. 
That  effort  is  ongoing.   Automation  and  modernization  will 
continue  to  play  a  role  in  determining  whether  a  facility 
action  is  a  high  priority,  but  they  will  not  be  the  only 
determining  factors.   Service  and  working  conditions  will 
continue  to  be  important  factors  in  our  evaluation  of 
facility  projects. 

3.  Mr.  Visclosky:   Can  you  explain  precisely  how  the  new 
facilities  priorities  list  is  compiled — what  criteria  are 
used,  how  often  it  is  re-examined,  etc.? 

Mr.  Runyon:   Priority  lists  are  compiled  at  the  Area  Office 
(formerly  Regional  Office)  level.   Where  projects  are  within 
the  Area  Office  approval  authority  (below  $5  million), 
generally  Headquarters  does  not  review  those  priorities  or 
make  assignments  based  on  those  facilities.   For  major 
projects  over  $5  million,  each  Area  Office  priority  list  is 
evaluated  and  compiled  into  a  national  list  at  Headquarters. 

Normally,  the  criteria  used  to  develop  the  national  priority 
include  workroom  or  mail  processing  capacity,  building 
configuration,  annual  mail  volume,  delivery  or  population 
growth,  and  employee  working  conditions.   Unusual  conditions 
also  are  taken  into  consideration  in  weighing  the  priority 
of  one  facility  over  another,  such  as  possible  lease 
evictions  and  potential  safety  and  health  problems.   The 
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priority  list  is  evaluated  as  part  of  the  internal  Postal 
Service  budget  process. 

Mr.  Visclosky:   Where  on  the  new  facilities  priorities  list 
are  the  new  facilities  for  the  following  locations  in 
Indiana:   Gary,  Portage,  Chesterton,  Schererville,  Munster, 
and  Hobart? 

Mr.  Runyon:   No  priority  has  yet  been  established  for  these 
or  any  facilities.   The  above  facilities  will  be  prioritized 
by  the  Great  Lakes  Customer  Services  Office  around  April  1, 
1993,  as  part  of  their  budget  process.   These  facilities 
most  likely  will  not  require  action  at  the  Headquarters' 
level,  as  they  will  be  less  than  $5  million. 
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QUESTIONS  FOR  POSTMASTER  GENERAL  RUNYON 
FROM  REPRESENTATIVE  JOSEPH  M.  MCDADE 


1.  Mr.  McDade:   The  1993  Treasury,  Postal  Service  and  General 
Government  Appropriations  bill  included  $3,000,000  for 
the  construction  of  a  General  Mail  Facility  in  Scranton, 
Pennsylvania.   On  November  3,  1992,  the  General  Services 
Administration  proposed  to  transfer  these  funds  to  the 
Postal  Service  and  authorize  the  Postal  Service  to  proceed 
with  construction. 

What  is  the  status  of  this  construction  project?  Has  a 
Memorandum  of  Understanding  between  GSA  and  the  Postal 
Service  been  agreed  to?  Please  provide  the  schedule  for 
this  project,  including  major  milestones.   Will  this 
postal  facility  be  accessible  to  the  handicapped? 

Mr.  Runyon:   The  Postal  Service  has  had  several  discussions 
with  GSA  about  the  Scranton,  Pennsylvania  facility  project 
and  is  currently  reviewing  a  draft  memorandum  of 
understanding.   The  memorandum  of  understanding  provides 
that,  thirty  days  after  the  final  memorandum  of 
understanding  is  signed,  the  Postal  Service  will  provide  a 
project  schedule  to  GSA.   All  Postal  Service  facilities 
since  1969  have  been  designed,  constructed  or  altered  in 
accordance  with  standards  issued  under  the  Architectural 
Barriers  Act  to  ensure  accessibility  to  the  handicapped. 

2.  Mr.  McDade:   In  July  of  1992,  Postmaster  General  Runyon 
announced  a  major  restructuring  of  the  Postal  Service  in 
large  part  as  a  means  of  reducing  a  projected  $2  billion 
deficit  for  1993.   Is  the  restructuring  now  complete? 
Please  provide  a  status  report.   Has  it  resulted  in  elimi- 
nating the  projected  Postal  Service  deficit?  What  are  the 
savings  to  date?  Please  provide  a  breakdown  of  savings, 
including  positions  and  project  eliminated. 

Mr.  Runyon:   The  major  portion  of  the  Postal  Service's 
restructuring  is  now  complete,  although  further,  less  far- 
reaching  changes  will  be  made.   Headquarters  staffing  was 
reduced  about  38  percent  and  the  postal  field  structure  was 
streamlined.   The  Postal  Service's  field  management 
structure  was  also  simplified  and  streamlined  to  make  mail 
service  more  efficient,  responsive,  and  competitive.   In 
order  to  minimize  the  impact  of  the  restructuring  on 
employees,  a  retirement  incentive  of  six  months'  pay  and  an 
early-out  option  was  was  offered  to  all  eligible  postal 
employees.   More  than  47,000  employees  took  advantage  of  a 
special  retirement  six-month  lump  sum  salary  incentive, 
reducing  the  number  of  career  employees  to  approximately 
688,000  by  the  end  of  1992. 
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Several  factors  have  been  involved  in  the  elimination  of  the 
$2  billion  deficit  projected  for  FY  1993.   Among  these  are: 

o    $885  million  increase  in  forecasted  FY  1993  revenue 

because  of  growing  and  changing  mail  volume,  partially 
offset  by  a  $364  million  cost  to  handle  the  additional 
workload. 

o    $880  million  in  savings  for  salaries  and  benefits  and 

other  expenses  resulting  from  the  elimination  of  30,000 
overhead  positions.   This  includes  $780  million  in 
personnel  costs  and  $100  million  in  non-personnel 
costs. 

o    $385  million  reduction  in  field  costs  due  to 
productivity  improvements. 

o    $264  million  reduction  in  headquarters'  budgets. 

However,  last  year's  final  Congressional  action  on  revenue 
forgone  changed  our  original  budgeted  net  income  from  a  $5 
million  surplus  to  a  loss  of  $73  million. 

The  proposed  FY  1994  President's  budget  includes  further 
reductions  in  revenue  forgone  appropriations.   If  enacted, 
these  reductions  would  require  recognition  of  an  additional 
$156  million  in  1993  expenses  resulting  from  the  need  to 
reverse  two  previously  booked  revenue  forgone  receivables. 

Mr.  McDade:   The  primary  variable  in  calculating  revenue 
forgone  is  mail  volume.   Please  provide  historical  (1980- 
1992)  data  on  mail  volume  for  preferred  mailers  by  class 
of  service.   What  are  the  volume  estimates,  by  class  of 
service,  for  1993  and  1994. 

Mr.  Runyon:   Please  see  the  attached  table. 


Mr.  McDade:   Provide  historical  data  (1990-1992)  on  the 
subsidy  amount  for  preferred  mailers,  by  class  of  service, 
What  are  subsidy  estimates,  by  class  of  service,  for  1993 
and  1994? 

Mr.  Runyon:   Please  see  the  attached  table. 
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QUESTIONS  FOR  POSTMASTER  GENERAL  RONYON 
FROM  REPRESENTATIVE  JOHN  T.  MYERS 


1.  Mr.  Myers:   The  House  report  to  the  Fiscal  Year  1993 
Treasury-Postal  Service  Appropriations  bill  contains 
language  directing  the  Postal  Service  to  report  back  to 
the  subcommittee  by  April  1  on  the  status  of  the  project 
to  begin  construction  of  the  new  Postal  Mail  Processing 
Facility  in  Terre  Haute,  Indiana.   Will  that  report  be 
forwarded  to  the  subcommittee  by  April  1?   If  not,  when 
can  the  subcommittee  expect  the  report? 

Mr.  Runyon:   This  project  is  presently  on  hold.   Prior  to 
last  year's  reorganization,  the  new  mail  processing  facility 
project  for  the  Terre  Haute  Management  Sectional  Center 
(MSC)  was  on  the  major  facility  five-year  plan.   Since 
reorganization,  Terre  Haute 's  operational  status  changed 
from  a  MSC  to  an  Associate  Office  and  the  new  facility's 
priority  has  been  downgraded,  with  replacement  now 
tentatively  scheduled  for  Fiscal  Year  1997. 

2.  Mr.  Myers:   An  expansion  or  replacement  of  the  West 
Lafayette,  Indiana  Post  Office  is  considered  a  "priority" 
project  by  the  Postal  Service  with  a  completion  date  of  mid- 
1994. 

What  is  the  current  status  of  the  project:  Is  the  Postal 
Service  still  planning  to  have  this  facility  completed  by 
August  of  1994? 

Mr.  Runyon:    The  Postal  Service  is  currently  negotiating  a 
new  lease  for  the  existing  facility  that  will  provide  space 
for  retail  customer  services.   As  a  result  of  a  change  to 
the  corporate  automation  strategy,  all  other  postal 
operations  will  be  moved  to  the  existing  Lafayette  General 
Mail  Facility  after  a  planned  expansion  project  is 
completed.   The  project  milestones  are  currently  under 
review  in  order  to  take  into  account  the  effects  of  last 
year's  postal  reorganization. 

3.  Mr.  Myers:   Public  Law  102-393  provides  $5  million  for  the 
construction  of  a  new  postal  facility  in  Sun  City  West, 
Arizona  by  the  General  Services  Administration. 

When  will  construction  of  this  facility  begin?  Please 
describe  the  manner  in  which  the  Postal  Service  will  work 
with  GSA  on  this  project? 

Mr.  Runyon:   The  Postal  Service  has  had  several  discussions 
with  GSA  about  the  Sun  City  West,  Arizona  facility  project 
and  is  currently  reviewing  a  draft  memorandum  of 
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understanding.   The  memorandum  of  understanding  provides 
that,  thirty  days  after  the  final  memorandum  of 
understanding  is  signed,  the  Postal  Service  will  provide  a 
project  schedule  to  GSA. 
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Thursday,  February  4,  1993. 
NONPROFIT  PREFERRED  RATE  MAILERS 

WITNESSES 

WILLIAM  McLIN,  EPILEPSY  FOUNDATION  OF  AMERICA  FOR  THE  ALLI- 
ANCE OF  NONPROFIT  MAILERS 

R.  NEAL  DENTON,  EXECUTIVE  DIRECTOR,  ALLIANCE  OF  NONPROFIT 
MAILERS 

LEE  M.  CASSIDY,  EXECUTIVE  DIRECTOR,  NONPROFIT  MAILERS  FEDERA- 
TION 

CAROLYN  A.  EMIGH,  ECONOMIC  COUNSEL,  NONPROFIT  MAILERS  FEDER- 
ATION 

INTRODUCTION 

Mr.  Hoyer.  I  am  pleased  to  welcome  the  Epilepsy  Foundation  of 
America  for  the  Alliance  for  Nonprofit  Mailers  and  the  Nonprofit 
Mailers  Federation,  particularly  Mr.  McLin.  You  have  all  had  the 
privilege  of  knowing  Mr.  Denton,  Mr.  Cassidy,  and  Ms.  Emigh.  We 
are  very  glad  to  have  you  here. 

Last  year  this  Subcommittee  reduced  the  revenue  forgone  appro- 
priation as  we  have  discussed  from  $481  million  to  $121  million  for 
a  $360  million  reduction.  This  Subcommittee  also  inserted  a  provi- 
sion which  prohibited  the  Postal  Service  from  raising  rates  for  pre- 
ferred mailers,  thus  forcing  the  Postal  Service  to  absorb  the  $360 
million  out  of  the  operating  revenues. 

Last  year,  we  had  hoped  and  expected  that  new  organizations, 
the  regular  rate  mailers,  the  Postal  Service,  and  the  Post  Office 
Civil  Service  Committee  would  be  able  to  work  out  a  meaningful 
postal  reform  bill. 

I  understand  that  you  came  very  close  and  that  there  were  just 
one  or  two  items  that  could  not  be  resolved.  I  think  that  in  their 
opening  statement,  the  Alliance  for  Nonprofit  Mailers  has  very  ac- 
curately summarized  the  actions  for  1994,  which  I  would  like  you 
to  go  through  again,  as  well  as  for  the  Committee. 

I  think  we  all  recognize  that  option  number  three  is  the  best 
option.  I  will  read  that  option  from  Mr.  McLin's  statement,  and  I 
quote:  "A  compromise  could  be  crafted  that  would  "split  the  pain" 
of  transitional  costs,  reduce  eligibility  for  preferred  rate  mail  and 
permanently  reduce  the  need  for  large  revenue  forgone  outlays 
from  this  Committee." 

And  the  only  change  I  would  make  would  be  that  this  compro- 
mise must  be  crafted  instead  of  should  be  crafted. 

Bringing  the  budget  deficit  under  control  will  require  sacrifice. 
We  have  talked  about  it  in  the  Congress.  We  know  we  are  going  to 
have  to  be  part  of  that.  The  Administration  is  going  to  be  talking 
about  it  in  just  a  few  days,  their  portion  of  that  sacrifice  personally 
in  the  White  House  and  in  the  executive  agencies,  and  I  hope  that 
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the  organizations  with  whom  we  deal  will  work  with  the  Postal 
Service  and  the  Post  Office  Civil  Service  Committee  to  find  the 
fairest  solution  to  the  problems  we  face. 

It  is  my  intention,  this  Committee's  intention,  to  come  up  with  a 
fair  solution,  but  it  is  obviously  necessary  for  us  to  come  up  with  a 
solution.  We  no  longer  can  pretend  that  we  can  fiscally  play  games 
with  bills  that  ultimately  have  to  be  paid.  We  don't  have  that 
option  any  longer. 

With  that  stirring  opening,  I  feel  like  the  grinch  at  the  party 
here,  but  we  have  some  tough  times  ahead  of  us  and  we  want  to 
make  real  decisions.  I  think  the  public  will  be  pleased  with  all  of 
us  at  the  end  of  the  process  even  though  they  may  not  like  every 
one  of  the  decisions. 

I  would  ask  you  to  summarize  your  statements,  if  you  will. 

Summary  Statement  of  Mr.  McLin 

Mr.  McLin.  Thank  you,  Mr.  Chairman.  I  am  Bill  McLin.  I  am 
the  Executive  Vice  President  of  the  Epilepsy  Foundation  of  Amer- 
ica. I  would  like  to  thank  you  for  inviting  us  to  this  hearing. 

I  am  representing  the  100  nonprofit  organizations  that  form  the 
Alliance  of  Nonprofit  Mailers.  We  certainly  understand  the  serious 
and  technical  nature  of  the  problems  before  us  all.  For  that  reason, 
I  brought  along  Neal  Denton,  who  is  the  Executive  Director  of  the 
Alliance. 

The  Epilepsy  Foundation  is  neither  the  smallest  nor  one  of  the 
largest  nonprofit  mailers.  Income  we  receive  from  our  direct  mail 
fund-raising  program  amounts  to  almost  half  of  our  public  support. 
We  are  now  faced  with  a  situation  in  which  one  of  the  key  ele- 
ments in  our  fund-raising  cost  structure  may  jump  30  to  45  percent 
with  virtually  no  notice  and  with  no  corresponding  increase  in  con- 
tributions. 

Parenthetically,  the  Postmaster  General  observed  that  the  Postal 
Service,  and  I  would  also  add  the  government,  touches  more  Ameri- 
cans' lives  than  anyone  else.  Right  up  there  after  that  is  the  non- 
profit community. 

Just  think  about  all  the  organizations  that  people  are  involved 
with.  Postage  is  a  sort  of  Damocles  under  which  every  nonprofit  or- 
ganization sits.  We  must  construct  our  income  and  our  expense 
forecasts  long  before  the  real  costs  of  doing  business  can  be  reliably 
estimated. 

Each  year  the  situation  grows  more  and  more  uncertain.  At  the 
beginning  of  the  Federal  fiscal  year,  nonprofit  managers  simply  do 
not  know  what  the  postage  costs  will  be  starting  the  next  month.  A 
40  percent  increase  in  nonprofit  postal  rates  would  decrease  our  or- 
ganization's net  income  by  $238,000.  This  is  25  percent  of  the 
income  that  we  get  from  direct  mail. 

Simply  put,  all  of  us  know  that  the  numbers  are  too  high.  The 
Postal  Service  requests  some  $612  million  for  revenue  forgone.  The 
baseline  from  last  year  is  $125  million. 

The  way  we  read  the  situation,  such  a  dramatic  shortfall  will 
likely  result  in  one  of  three  outcomes: 
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First  would  be  that  the  Committee  appropriates  only  $125  mil- 
lion, with  no  legislative  language  to  protect  the  volunteer  commu- 
nity. 

On  October  3,  the  first  Sunday  in  October,  the  postal  rates  of  the 
Epilepsy  Foundation  and  other  nonprofit  organizations  go  up  35 
percent. 

Option  two,  the  Committee  appropriates  only  $125  million,  with 
legislative  language  similar  to  the  last  year.  The  Postmaster  Gen- 
eral understandably  cries  "foul,"  and  the  Postal  Service  is  forced  to 
shoulder  a  burden  that  could  have  been  shared  if  we  follow  the 
third  option,  which  you  already  mentioned,  Congressman.  A  com- 
promise could  be  crafted  that  would  split  the  pain  of  transitional 
costs,  reduce  eligibility  for  preferred  rate  mail  and  permanently 
reduce  the  need  for  large  revenue  forgone  outlays  from  this  Com- 
mittee and  from  Congress  and  what  we  refer  to  as  the  Perils  of 
Pauline  that  we  get. 

Actually  there  is  a  fourth  scenario.  The  Committee  could  appro- 
priate $612  million  or  I  believe  that  the  Postal  Service  is  now 
saying  the  figure  is  over  $1  billion.  While  an  outstanding  case  can 
be  made  for  full  funding,  we  are  not  holding  out  any  hope  for  that 
possibility. 

As  you  well  know,  we  were  on  our  way  to  crafting  compromise 
legislation  last  year.  Without  resorting  to  finger  pointing,  suffice  it 
to  say  that  shortsighted  interests  prevented  a  draft  bill  just  before 
this  Subcommittee  began  Fiscal  Year  1993  deliberations. 

Faced  with  the  same  three  scenarios  before  us  today,  and  with- 
out such  a  compromise,  the  Committee  acted  swiftly  to  rescue  the 
nonprofit  community,  for  which  we  are  deeply  indebted. 

All  of  this  is  ancient  history,  and  history  that  we  know  very  well 
although  the  Postal  Service  is  still  very  interested  in  recapturing 
the  projected  $360  million  shortfall  of  1993.  I  believe  that  what  you 
wanted  to  hear  today  is  that  we  have  all  returned  to  the  bargain- 
ing table  and  are  hammering  out  a  compromise  that  will  make  all 
our  work  much  easier.  Unfortunately,  in  all  candor,  we  cannot  tell 
you  that  today.  I  sincerely  wish  we  could,  and  maybe  we  will  in  the 
future,  and  here  is  our  progress  thus  far: 

The  Alliance,  the  Nonprofit  Mailers  Federation,  who  you  will 
hear  from  shortly,  the  AFL-CIO,  the  National  Newspaper  Associa- 
tion and  others  are  on  board  with  a  set  of  compromise  principles 
that  were  transmitted  to  all  interested  parties  back  in  November. 
A  copy  of  these  principles  is  attached  to  the  testimony. 

We  can  explain  many  of  the  details  of  the  package,  but  I  will  tell 
you  that  we  are  braced  to  share  the  pain  of  a  meaningful  compro- 
mise. 

After  much  internal  turmoil,  the  nonprofit  community  recog- 
nizes, as  the  principles  reflect,  that  we  will  have  to  slash  into  eligi- 
bility and  that  we  must  share  in  the  transitional  costs  of  legislative 
change  mandated  by  Congress,  those  costs  that  are  not  funded  by 
the  Congress.  All  of  these  in  the  face  of  yet  another  across-the- 
board  regular  postal  rate  increase  anticipated  in  the  following 
fiscal  year. 

As  you  can  imagine,  these  are  difficult  decisions  for  my  nonprofit 
colleagues  to  reach,  but  in  the  spirit  of  sacrifice,  compromise  and 
sharing  the  pain,  most  of  us  have. 
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Simply  put,  our  collective  compromise  plan  calls  for  an  October 
rate  increase  on  only  one  category  of  mail,  and  that  is  nonprofit 
mail.  While  we  have  received  no  formal  counter  offers  from  other 
interested  parties,  our  staff  has  been  communicating  regularly 
with  others  in  the  mailing  community. 

Alliance  representatives  met  with  Postmaster  Runyon  last  week. 
Of  course  you  heard  his  testimony  today,  so  we  understand  his 
point  on  the  compromise.  Frankly,  we  are  concerned  that  not  much 
has  changed  for  the  other  players.  For  those  that  were  instrumen- 
tal in  the  Fiscal  Year  1993  compromise  attempt,  we  believe  that 
they  are  still  interested  in  such  an  approach. 

For  those  not  part  of  the  consensus  last  year,  I  am  not  certain 
that  they  are  convinced  that  the  compromise  is  in  their  own  singu- 
lar interests.  While  you  would  know  better  than  I,  it  appears  that 
the  authorizing  committee  is  hopeful  that  mailers  will  gather  and 
discuss  a  compromise  legislative  solution.  However,  unless  there  is 
a  serious  nudge  somewhere,  we  are  concerned  that  the  unyielding 
parties  can  still  block  a  consensus  agreement  just  like  last  year. 

Perhaps  the  nudge  will  come  in  the  new  President's  Fiscal  Year 
1994  budget,  however  my  assumption  is  that  the  document  will 
allow  for  $125  million  and  contain  language  about  the  need  for  a 
compromise  that  will  be  fair  to  all  parties.  That  wouldn't  be  much 
of  a  nudge,  except  to  us  because  the  nonprofit  community  is  still  in 
jeopardy. 

We  understand  the  fiscal  realities  of  the  difference  between  $612 
million  and  $125  million,  and  we  understand  the  political  realities 
of  trying  to  build  a  compromise  with  unwilling  partners. 

As  we  did  last  year,  as  we  have  done  every  year  since  1980,  we 
will  continue  our  urgent  work  to  find  a  solution  to  this  problem 
that  will  solve  all  of  our  problems  and  protect  ourselves  and  our 
colleagues  from  the  devastation  of  huge,  sudden  and  unpredicted 
rate  increases. 

Preferred  postal  rates  are  necessary  and  part  of  our  existence. 
We  must  find  a  way  to  preserve  them. 

That  concludes  my  prepared  testimony.  I  would  be  glad  to 
answer  questions. 

[The  statement  follows:] 


65-785  0-93-4 
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FOR  THE  ALLIANCE  OF  NONPROFIT  MAILERS 


BEFORE  THE  HOUSE  APPROPRIATIONS  COMMITTEE 

SUBCOMMITTEE  ON  TREASURY,  POSTAL  SERVICE, 

AND  GENERAL  GOVERNMENT 


FEBRUARY  4,  1993 


Mr.  Chairman,  Members  and  staff  of  the  Committee,  thank  you  for  inviting  this 
coalition  of  nonprofit  organizations  to  speak  with  you  today.  We  certainly  understand  the 
serious  nature  of  the  problems  before  us  alL  For  that  reason  I  have  brought  along  the 
Alliance's  Executive  Director,  Neal  Denton,  to  assist  in  any  discussion  that  we  may  share 
here. 

We  appreciate  your  early  and  active  involvement  in  resolving  the  serious  threats  - 
or  realities  -  of  a  shortfall  in  the  funding  for  the  revenue  forgone  appropriation  for  Fiscal 
Year  1994.  The  Alliance  of  Nonprofit  Mailers  thanks  you  and  your  staff  for  calling  all  of 
the  interested  parties  to  this  table  so  that  we  may  begin  to  speak  candidly  of  our  mutual 
problems. 

Simply  put,  all  of  us  know  that  the  numbers  are  too  far  apart.  The  Postal  Service 
requests  some  $612  million  for  revenue  forgone.  The  baseline  from  last  year  is  only  $125 
million.   It  doesn't  take  a  legislative  genius  to  recognize  the  problem  in  mathematics. 

The  way  we  read  this  situation,  such  a  dramatic  shortfall  will  likely  result  in  one  of 
three  outcomes: 
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Option  1  This  Committee  appropriates  only  $125  million  -  with  no  legislative  language 
to  protect  the  volunteer  community.  On  October  3,  the  first  Sunday  in 
October,  the  postal  rates  of  the  Epilepsy  Foundation  and  of  the  entire 
nonprofit  community  explode  by  over  35%.  The  ramifications  are  disastrous. 

Option  2  The  Committee  appropriates  only  $125  million  -  with  legislative  language 
similar  to  that  of  last  year.  The  Postmaster  General  cries  "foul",  and  the 
Postal  Service  is  forced  to  shoulder  a  burden  that  could  have  been  shared  if.... 

Option  3  A  compromise  could  be  crafted  that  would  "split  the  pain"  of  transitional 
costs,  reduce  eligibility  for  preferred  rate  mail  and  permanently  reduce  the 
need  for  large  revenue  forgone  outlays  from  this  Committee. 

Actually,  there  is  a.  fourth  scenario.  This  Committee  could  appropriate  $612.5  million 
—  or,  I  believe  that  the  Postal  Service  is  even  claiming  that  the  figure  now  exceeds  $1 
billion.  While  an  outstanding  case  can  be  made  for  full  funding  -  we're  not  holding  out  too 
much  hope  for  that  possibility. 

Mr.  Chairman,  as  you  well  know,  we  were  on  our  way  to  crafting  compromise 
legislation  last  year.  Without  resorting  to  finger-pointing,  suffice  it  to  say  that  short-sighted 
interests  prevented  a  draft  bill  just  before  this  Subcommittee  began  FY  1993  deliberations. 

Faced  with  the  same  three  scenarios  before  us  today,  and  without  such  a  compromise, 
this  Committee  acted  swiftly  to  rescue  the  nonprofit  community. 

All  of  this  is  ancient  history.  (Although  the  Postal  Service  is  still  very  interested  in 
recapturing  the  projected  $360  million  shortfall  of  Fiscal  Year  1993.) 

I  believe  what  you  want  to  hear  today  is  that  we  have  all  returned  to  the  bargaining 
table  and  are  hammering  out  the  compromise  that  will  make  all  of  our  work  much  easier 
in  the  Fiscal  Year  1994  appropriations  process.  Unfortunately,  in  all  candor,  we  cannot  tell 
you  that  today.  I  sincerely  wish  that  we  could. 
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Here's  our  progress  thus  fan 

The  Alliance,  the  Nonprofit  Mailers  Federation,  the  AFL-CIO,  the  National 
Newspaper  Association  and  others  are  on  board  with  a  set  of  Compromise  Principles 
that  were  transmitted  to  all  interested  parties  back  in  November.  (A  copy  of  these 
principles  is  attached.)  Neal  can  explain  many  of  the  details  of  the  package  but  I  will 
tell  you  that  we  are  braced  to  "share  in  the  pain"  of  a  meaningful  compromise.  After 
much  internal  turmoil,  the  nonprofit  community  recognizes,  as  the  principles  reflect, 
that  we  will  have  to  slash  into  eligibility  and  that  we  must  share  in  the  transitional 
costs  of  legislative  change  that  are  not  funded  by  Congress.  All  of  these  in  the  face 
of  yet  another  across-the-board  regular  postal  rate  increase  anticipated  in  the 
following  fiscal  year.  As  you  can  imagine,  these  are  difficult  decisions  for  my 
nonprofit  colleagues  to  have  reached  -  but  these  are  harsh  times  and  we  are  realists. 

Simply  put  --  our  collective  compromise  plan  calls  for  an  October  rate  increase  on 
only  one  category  of  mail:   nonprofit  mail. 

While  we've  received  no  formal  counter-offers  from  other  interested  parties,  our  staff 
has  been  communicating  regularly  with  others  in  the  mailing  community.  Alliance 
representatives  met  with  Postmaster  General  Runyon  last  week.  Of  course  you've 
heard  his  testimony  today  -  so  you  can  judge  his  stance  on  seeking  compromise. 

Quite  frankly,  we're  concerned  that  not  much  has  changed  for  other  players. 

For  those  that  were  instrumental  in  the  FY  1993  compromise  attempt  -  we 
believe  that  they're  still  interested  in  such  an  approach. 

For  those  not  partner  to  consensus  last  year  -  Fm  not  certain  they're 
convinced  that  compromise  is  in  their  own,  singular,  best  interests. 

While  you  would  know  better  than  I,  it  appears  that  the  authorizing  Committee  is 
hopeful  that  mailers  will  gather  and  construct  a  compromise  legislative  solution. 
However,  unless  there  is  a  serious  "nudge"  somewhere  -  we  are  concerned  that  the 
unyielding  parties  can  still  block  a  consensus  agreement  -  just  like  last  year. 
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Perhaps  the  nudge  will  come  in  the  new  President's  Fiscal  Year  1994  Budget. 
However,  my  guess  is  that  the  document  will  allow  for  $125  million  and  contain  language 
about  the  need  for  a  compromise  that  will  be  fair  to  all  parties.  That  wouldn't  be  much  of 
a  nudge  -  except  to  us.  The  nonprofit  community  is  left  in  jeopardy. 

We  are  in  a  precarious  position  Mr.  Chairman.  We  understand  the  fiscal  realities 
of  the  difference  between  $612.5  and  $125  million.  And,  we  understand  the  political 
realities  of  trying  to  build  a  compromise  with  unwilling  partners. 

As  we  did  last  year  ~  as  we  have  done  every  year  since  1980  --  the  Alliance  will 
continue  our  urgent  work  to  find  a  solution  to  this  problem  that  will  solve  your  problems 
and  protect  ourselves  and  our  colleagues  from  the  devastation  of  huge  and  sudden  rate 
increases. 

Preferred  postal  rates  are  necessary  and  vital  to  our  existence  -  we  must  find  a  way 
to  preserve  them.   I  hope  you  agree. 

Thank  you  for  your  time. 
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PRINCIPLES  OF  REVENUE  FORGONE  REFORM 
-  Executive  Summary  - 


The  Postal  Reorganization  Act  of  1970  envisions  preferred  rates  for  nonprofit 
mailers. 

The  annual  appropriation  for  "Revenue  Forgone"  is  intended  to  reimburse  the  USPS 
for  the  share  of  its  institutional  costs  that  the  Postal  Rate  Commission  assigns  to 
preferred  rate  mail.  (Between  1970  and  1988,  nonprofit  mail  was  assigned  a  higher 
markup  of  USPS  institutional  costs  than  was  commercial  mail.  Since  1988,  both 
subclasses  have  been  assigned  roughly  equal  markups.)  The  Congressional 
appropriation  covers  the  institutional  costs  that  nonprofit  mailers  would  otherwise 
pay  under  the  Act. 

In  recent  years  the  appropriation  has  frequently  been  inadequate,  resulting  in  a 
combination  of  increased  rates  for  nonprofit  mailers  and  costs  not  fully  recovered 
by  the  USPS.    This  problem  threatens  to  become  worse  in  the  immediate  future. 

The  Appropriations  Committees  of  both  the  House  of  Representatives  and  the 
Senate  have  called  for  a  legislative  solution  fair  and  equitable  to  all  parties. 

The  nonprofit  community  proposes  to  revise  the  method  of  determining  and  paying  for  the 
institutional  costs  assigned  to  preferred  rate  mail.  Legislation  timed  to  take  effect  in  FY 
1994  should  be  based  on  the  following  principles: 

1.  Preferred  rates  should  continue  to  reflect  all  of  the  USPS*  attributable  (volume 
variable)  costs  of  handling  such  mailings. 

2.  The  allocation  of  institutional  costs  to  preferred  rate  mailers  should  be  expressly 
limited,  and  based  on  consideration  of  the  social  and  public  benefits  of  the  activities. 

3.  Subject  to  the  preceding  condition,  the  share  of  USPS  institutional  costs  assigned  to 
preferred  rate  mail  should  be  determined  in  proceedings  before  the  Postal  Rate 
Commission. 

4.  Congress  should  continue  to  appropriate  funds  to  the  USPS  to  cover  the  full  cost 
of  traditionally-free  mailings  plus  institutional  costs  assigned  to  preferred  rate 
mailings. 

5.  Eligibility  for  preferred  rates  should  be  restricted  to  mailing  activities  which 
contribute  causally  and  substantially  to  the  achievement  of  the  mailer's  mission. 
Determination  of  eligibility  should  be  based  on  clear  and  enforceable  standards. 

6.  Preferred  rate  mailers  should  assume  a  reasonable  share  of  transitional  costs  related 
to  the  adoption  of  these  reforms,  under  a  system  of  fair,  equitable,  and  stable  rates 
for  all  mailers. 
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Mr.  Hoyer.  Thank  you  very  much.  Mr.  Cassidy  please  proceed. 
Summary  Statement  of  Mr.  Cassidy 

Mr.  Cassidy.  Our  members,  Mr.  Chairman,  range  in  size  from 
very  large  to  very  small.  There  are  far  more  small  nonprofit  mail- 
ers than  large.  We  have  approximately  the  same  numbers  that  the 
Postmaster  General  has.  We  added  about  392,000  permits  through- 
out the  United  States,  nonprofit  mailer  permits. 

I  think  that  the  opposite  side  of  the  growth  that  the  Postmaster 
General  is  concerned  about  is  that  over  the  last  10  to  12  years,  the 
need  for  the  services  provided  by  nonprofit  organizations  has 
grown  dramatically  and  that  is  why  the  need  to  raise  funds  primar- 
ily for  direct  mail  has  grown  dramatically. 

The  Alliance  of  Nonprofit  Mailers  has  a  large  number  of  mem- 
bers, as  do  we,  but  the  large  members  are  outnumbered  a  thousand 
to  one  by  the  small  ones,  and  we  need  to  be  continually  concerned 
about  that. 

Carolyn  Emigh,  who  is  our  economic  counsel,  is  going  to  be  into 
much  greater  detail  about  how  postage  rates  affect  nonprofits. 

[The  statement  follows:] 
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TESTIMONY  OF  LEE  M.  CASSIDY 
NONPROFIT  MAILERS  FEDERATION 

BEFORE  THE  U.S.  HOUSE  OF  REPRESENTATIVES 
COMMITTEE  ON  APPROPRIATIONS 
SUBCOMMITTEE  ON  TREASURY,  POSTAL  SERVICE,  AND  GENERAL  GOVERNMENT 

February  4,  1993 


Thank  you,  Mr.  Chairman.  I  am  Lee  M.  Cassidy,  Executive 
Director  of  the  Nonprofit  Mailers  Federation.   The 
Federation  is  an  eleven  year  old  coalition  of  nearly  400 
nonprofit  organizations  that  use  mail  to  raise  funds  for 
their  good  works,  and  to  communicate  with  donors  and  members 
for  other  purposes. 


Our  members  range  in  size  from  very  large,  such  as  World 
Vision,  Sacred  Heart  League,  American  Health  Assistance 
Foundation,  Christian  Appalachian  Project,  American 
Institute  for  Cancer  Research,  and  others,  to  very  small, 
including  the  Briarwood  Presbyterian  Church  in  Birmingham, 
Alabama,  and  the  Little  Brothers  and  Friends  of  the  Elderly 
in  Minneapolis.   There  are  a  number  of  university 
foundations  and  alumni  associations,  including  those  of  the 
alma  maters  of  several  members  of  this  Subcommittee:  the 
Universities  of  Maryland,  Notre  Dame,  Indiana,  Penn  State, 
and  others. 


Mr.  Chairman,  there  are  thousands  of  nonprofits  so  small 
that  they  can ' t  afford  even  the  minimal  dues  we  ask  from  our 
members.   So  we've  worked  with  the  state  associations  of 
nonprofits  to  assure  that  these  tiny  organizations  are 
represented  on  the  critical  issues  affecting  their  ability 
to  efficiently  and  affordably  use  mail  to  raise  funds. 

One  state  association  of  nonprofits  operates  so  close  to  the 
wire  that  they  had  to  go  to  their  Board  of  Directors  to  get 
approval  to  spend  the  amount  we  asked  for  dues.   That  was 
not  approval  to  join,  but  approval  to  spend  the  money. 
The  dues  we  requested,  Mr.  Chairman,  was  $75  for  a  year,  for 
a  statewide  association  of  several  hundred  nonprofits. 
The  Board  eventually  approved  what  was  for  them  a  major 
expense,  because  nonprofit  postage  rates  are  so  important  to 
their  hundreds  of  members  throughout  their  state. 

I  must  confess  that  we  don't  have  very  many  $75  members.   We 
couldn't  afford  to.   But  we  made  a  special  offer  to  the 
state  associations,  because  they  represent  literally 
thousands  of  small  nonprofit  organizations  around  the 
country. 
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Nationally,  there  are  380,000  nonprofit  third  class  mailing 
permits,  and  nearly  13,000  nonprofit  second  class  permits. 
Those  figures  by  themselves  are  dramatic  proof  that  the  need 
for  nonprofit  postage  rates  is  widespread.   And  I  think  it's 
important  to  remember  that  while  some  of  our  members,  and 
even  more  of  the  members  of  the  Alliance  of  Nonprofit 
Mailers,  are  quite  large,  they  are  outnumbered  more  than  a 
thousand  to  one  by  very  small  nonprofits  in  cities  and  towns 
and  suburbs  around  the  country. 

Mr.  Chairman,  the  good  work  these  nonprofits  do  depends  on 
their  ability  to  communicate  with  their  donors  and  members 
at  postage  rates  that  are  affordable  and  predictable. 

I've  asked  Carolyn  Emigh,  who  is  the  Nonprofit  Mailers 
Federation's  Economic  Counsel,  to  go  into  much  greater 
detail  about  how  postage  rates  affect  nonprofits. 

You  have  a  separate  biographic  sheet  detailing  Ms.  Emigh 's 
outstanding  qualifications  to  present  this  testimony. 
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BIOGRAPHY  OF  CAROLYN  EMIGH 


Ms.  Emigh  is  an  economist  with  the  Nonprofit  Service  Group 
of  Noto,  Oswald  &  Miller,  a  Washington,  DC  law  firm,  where 
she  specializes  in  postal  rates  and  regulation,  charitable 
solicitation,  and  regulation  of  nonprofit  organizations. 

She  serves  as  economic  counsel  to  the  Nonprofit  Mailers 
Federation  and  is  a  member  of  the  Mailers  Technical  Advisory 
Committee  to  the  Postmaster  General . 

In  August,  1992,  the  Postal  Service  awarded  Ms.  Emigh  the 
Industry  Excellence  Award,  in  recognition  of  her  "knowledge 
and  promotion  of  progressive  mailing  practices  with 
nonprofit  charitable  organizations/colleges  and 
universities" 

She  also  works  with  Dr.  W.  Edwards  Doming,  the  "guru"  of  the 
Total  Quality  Management  (TQM)  movement,  who  is  generally 
credited  with  responsibility  for  the  Japanese  economic 
miracle.   Ms.  Emigh  taught  economics  at  the  University  of 
Virginia,  was  staff  economist  in  the  U.S.  House  of 
Representatives,  and  economic  policy  advisor  to  the  Majority 
Leader  of  the  U.S.  Senate. 

Ms.  Emigh  holds  a  bachelor's  degree  from  Pitzer  College  in 
Claremont,  CA,  and  completed  the  graduate  program  at  The 
Johns  Hopkins  University  in  1972.   She  also  studied  at  the 
Institut  d' Etudes  Francaises  in  Avignon,  France,  and  at  the 
Johns  Hopkins  Bologna  Center  in  Bologna,  Italy. 
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Testimony 

of 

Carolyn  A.  Emigh 
Nonprofit  Mailers  Federation 

before 

Subcommittee  on  Treasury,  Postal  Service, 
and  General  Government 
Committee  on  Appropriations 
U.S.  House  of  Representatives 

February  4,  1993 


Good  morning,  Mr.  Chairman  and  Members  of  the  Subcommittee. 
My  name  is  Carolyn  Emigh.   I  serve  as  economist  to  the  Nonprofit 
Mailers  Federation,  a  national  grass  roots  network  of  about  400 
nonprofit  organizations. 

The  nonprofit  third  class  mail  rate  is  grossly  inflated.   No 
other  class  of  mail  is  charged  a  postal  rate  so  far  out  of  pro- 
portion to  what  it  costs  the  Postal  Service  to  process  and  de- 
liver the  mail. 

As  a  result,  the  appropriation  for  full  funding  of  revenue 
foregone  is  much  larger  than  it  should  be.   Another  result  is 
that  the  inflated  postal  rate  has  forced  nonprofit  organizations 
to  cut  mail  volume.   That  spells  bad  news  for  beneficiaries  of 
the  good  works  that  these  organizations  perform. 

It's  not  hard  to  understand  the  nature  of  the  overcharge. 
The  point  of  departure  is  the  fact  that  mail  rates  are  divided 
into  two  parts:   attributable,  or  direct,  costs  and  institu- 
tional, or  overhead,  costs. 

On  Exhibit  A,  attributable,  or  direct,  costs  is  the  portion 
of  the  rate  outlined  in  black.   Institutional,  or  overhead,  costs 
are  outlined  in  blue. 

Attributable    Costs 

Attributable  costs  are  defined  as  those  that  the  Postal 
Service  can  trace  directly  to  a  particular  class  of  mail.   The 
governing  statute,  the  1970  Postal  Reorganization  Act,  states 
that  rates  should  be  set  such  that  each  class  pays  only  the 
direct  cost  to  handle  its  mail. 

The  law  has  not  protected  nonprofit  third  class  rates.   Now, 
the  attributable  cost  for  both  letter  and  non-letter  size  mail 
exceeds  the  actual  direct  cost  to  process  and  deliver  a  piece  of 
nonprofit  third  class  mail.   Even  the  Postal  Service's  economists 
admit  to  that. 
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Institutional  Comtm 

All  costs  that  remain  after  attributable  costs  have  been 
isolated  are  called  institutional  costs.   The  institutional 
portion  of  each  rate  compensates  the  Postal  Service  for  its 
overhead  costs. 

By  definition,  the  allocation  of  overhead  costs  among  the 
classes  of  mail  is  subjective.   The  way  the  Postal  Service  and 
Postal  Rate  Commission  do  it  is  to  determine  a  percentage  by 
which  they  mark  up  the  attributable  cost  portion  of  the  rate. 

When  it  comes  to  the  nonprofit  third  class  rate,  the  1970  Act 
includes  an  authorization  in  perpetuity  to  appropriate  funds  to 
cover  nonprofits'  institutional  costs — that  is  the  revenue  the 
Postal  Service  foregoes  by  virtue  of  setting  the  nonprofit  rate 
equal  to  attributable  costs.   On  Exhibit  A,  that's  the  area 
marked  with  the  red  hatched  lines. 

Equal    Mark   Up    la    Unfair. 

A  1986  amendment  also  comes  into  play.   It  mandates  that  the 
mark  up  for  nonprofit  third  class  rates  may  not  be  any  higher 
than  the  mark  up  for  the  commercial  third  class  rate. 

In  practice,  the  Postal  Service  and  Postal  Rate  Commission 
(PRC)  use  the  same  percentage  to  mark  up  costs  attributed  to 
handling  a  piece  of  nonprofit  third  class  mail  as  they  use  to 
mark  up  commercial  mail.   Thus,  "no  higher  than"  has  become 
"equal  to,"  hence  the  reference  to  the  "equal  mark  up"  amendment. 

You  can  see  on  Exhibit  A  that  the  mark  up  of  attributable 
costs  for  both  commercial  and  nonprofit  third  class  is  46 
percent. 

A  46  percent  mark  up  of  nonprofits'  attributable  costs  is 
atrociously  unfair,   it  grossly  inflates  the  rate  that  churches, 
charities,  colleges  and  universities  have  to  pay,  and  it  inflates 
the  full  funding  level  of  the  revenue  foregone  appropriation  that 
the  Postal  Service  presents  Congress  with  each  year. 

We  have  complained  bitterly  about  this  in  each  postal  rate 
case — in  1984,  1987,  and  again  in  1990.   The  answer  we  get  is: 
As  long  as  congress  funds  revenue  foregone  fully,  nonprofits 
don't  have  any  standing  to  complain  about  the  mark  up  percentage. 

Now  when  Congress  finds  it  difficult  to  fund  revenue  foregone 
fully,  the  Postal  Service  says:   If  Congress  doesn't  appropriate 
full  funding,  then  churches,  charities,  colleges  and  universities 
should  pay  the  shortfall. 

Otherwise,  the  Postal  Service  asserts,  commercial  mailers 
will  have  to  pay,  and  it  would  be  unfair  for  commercial  mailers 
to  pick  up  the  tab  for  nonprofits. 
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Last  year.  Congress  agreed  that  the  amount  deemed  to  be  full 
funding  wag  too  high.   The  appropriations  bill  for  this  fiscal 
year,  FY  1993,  directs  the  Postal  Service  to  roll  the  shortfall 
into  the  rate  base  in  the  next  postal  rate  case. 

Actually,  this  was  a  pretty  fair  way  to  handle  the  problem. 
There  is  another  option  that  can  be  as  fair  or  fairer.  That  is 
simply  to  reduce  the  mark  up  percentage. 

Why  is  equal  mark  up  so  unfair? 

Institutional  costs  represent  the  Postal  Service's  fixed 
plant  and  capacity.   That  is  why  any  allocation  among  the  classes 
of  mail  is  inherently  subjective. 

Take  the  mortgage  on  a  post  office.   How  much  of  the  monthly 
mortgage  payment  should  be  allocated  to  first  class  mail,  to 
second  class  mail,  and  so  on?  Should  it  go  by  the  number  of 
pieces  of  first  class  mail  that  are  mailed  from  that  particular 
post  office?  Should  it  be  allocated  by  customer  usage?  Should 
it  be  allocated  on  the  basis  of  postage  paid  (volume  times  postal 
rate ) ? 

Whatever  method  is  selected,  it  will  be  subjective.   The  idea 
is  to  select  an  allocation  method  that  approximates  economic 
reality  to  the  greatest  extent  possible. 

There  isn't  any  economic  connection  between  a  46  percent  mark 
up  and  the  rate  at  which  nonprofit  third  class  mail  consumes 
postal  overhead.   The  Postal  Service  did  not  invest  in  fixed 
plant  and  capacity  to  handle  nonprofit  mail,'  which  is  only  about 
10  percent  of  mail  volume. 

A  46  percent  mark  up  for  nonprofit  third  class  is  so  arbi- 
trary that  it  makes  current  rate  regulation  a  travesty  when  it 
comes  to  the  fairness  and  equity  mandate  of  the  1970  Act. 

The  Postal  Service  invested  in  bulk  mail  centers  to  accom- 
modate parcels  and  commercial  bulk  mail.  Nonprofit  third  class 
mail  simply  does  not  consume  postal  overhead  at  anywhere  near  the 
rate  that  commercial  mail  does. 

Therefore,  the  percentage  mark  up  for  nonprofit  third  class 
mail  should  be  much  lower  than  the  mark  up  for  commercial  third 
class  mail. 

Exhibit  A  shows  what  happens  to  the  full  funding  level  of 
revenue  foregone  when  the  mark  up  for  nonprofit  third  class  rate 
is  reduced  to  a  more  appropriate  level. 

You  can  see  that  the  full  funding  amount  is  cut  in  half  when 
the  mark  up  for  the  "within  county"  rate  is  substituted.   Under 
the  revenue  foregone  umbrella,  the  publications  that  qualify  for 
the  "within  county"  rate  are  in-county  newspapers. 
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The  mark  up  for  nonprofit  third  class  mail  should  be  lower 
than  the  mark  up  for  these  newspapers,  because  nonprofit  third 
class  mail  carries  much  more  educational  matter  and  a  fraction  of 
the  advertising.   Further,  any  advertising  revenue  from  nonprofit 
third  class  publications  goes  to  support  a  tax-exempt  mission  in 
the  first  instance,  not  to  the  owners  of  a  for-profit  business. 

whichever  method  Congress  selects  this  year  to  make  up  the 
difference  between  the  institutional  costs  that  the  PRC  assigned 
to  nonprofit  third  class  in  the  last  rate  case  and  the  amount 
that  Congress  thinks  is  a  fair  appropriation,  we  think  the  dif- 
ference should  be  allocated  among  all  classes  of  mail. 

One  way  to  do  this  is  to  adopt  the  same  language  that  Con- 
gress enacted  in  this  year's  appropriation  bill.   That  should  be 
coupled  with  a  mandate  to  lower  the  mark  up  in  the  next  rate  case 
below  the  mark  up  for  preferred  rate  in-county  newspapers. 

Another  option  is  the  PRC  recommendation.   On  at  least  three 
occasions,  the  PRC  has  urged  Congress  to  establish  a  separate 
subclass  for  nonprofit  third  class  mail.   This  would  enable  the 
PRC  to  assign  a  lower  mark  up. 

nonprofit*   Amk   tor   Fmlr,    Hot    Spec ial ,     Treatment . 

I  want  to  emphasize  that  nonprofit  third  class  mailers  ask 
only  for  fairness  and  equity.   Nonprofit  mailers  already  are 
overcharged  relative  to  what  the  Postal  Service  actually  spends 
for  the  direct  cost  to  handle  third  class  mail.   A  46  percent 
mark  up  on  top  of  that  compounds  the  inequity  exponentially. 

When  Congress  funds  revenue  foregone  fully,  this  second  in- 
equity is  shifted  to  taxpayers.   If  Congress  appropriates  less 
than  the  amount  that  the  Postal  Service  requests,  then  nonprofits 
are  socked  with  a  double  injustice  unless,  like  last  year.  Con- 
gress directs  that  the  overcharge  be  rolled  into  the  rate  base. 

Nonprofit    Third   Clmmm    Im    Overcharged    tor   Direct    Costa. 

The  so-called  equal  mark  up  approach  is  how  nonprofits  get 
overcharged  for  institutional  costs.   Here's  how  nonprofit  third 
class  is  also  overcharged  for  its  direct  costs. 

In  the  last  rate  case,  the  Postal  Service  assigned  direct 
costs  by  the  shape  of  third  class  mail.   The  overcharge  for  the 
direct  cost  to  handle  letter  size  mail  was  intentional  and,  to 
some  extent,  understandable. 

It  was  the  first  time  that  the  rate  schedule  imposed  shape 
based  rates  for  third  class.   Everyone  knew  that  the  direct  cost 
to  handle  non-letter  size  third  class  mail  would  be  found  to 
exceed  the  direct  cost  to  handle  letter  size  mail. 

To  overcharge  letter  mail  for  its  direct  costs  was  a  way  to 
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reduce  the  already  enormous  increase  that  non-letter  mail  would 
have  to  bear.   As  it  was,  the  increase  for  non- letter  third  class 
mail — now  almost  two  years  ago  to  the  day — was  staggering,  about 
50  percent. 

The  plan,  then,  was  to  overcharge  letter  size  mail  for  its 
direct  costs  but  undercharge  non-letter  size  mail  pieces  for  its 
direct  costs.   The  reason  for  the  overcharge  of  letter  size  mail 
was  at  least  palatable. 

Then,  Congress  cut  the  revenue  foregone  appropriation  for  FY 
1992  and  loaded  the  entire  shortfall  on  non-letter  third  class 
mail  in  two  14  percent  increments.   Thus,  non-letter  mail  bore  a 
second  double  digit  increase  in  November,  1991  and  a  third  double 
digit  increase  last  October. 

To  deal  with  the  shortfall  in  that  way  has  been  devastating. 
Nonprofit  non-letter  mail  is  grossly  overcharged  relative  to  what 
it  actually  costs  the  Postal  Service  to  handle  those  pieces  of 
mail. 

To  give  the  Committee  an  indication  of  the  amount  by  which 
third  class  non- letters  are  overcharged  just  for  direct  costs, 
consider  that  the  direct  costs  assigned  to  nonprofit  non-letter 
pieces  is  16.4  cents,  but  the  comparable  rate  for  commercial  mail 
is  only  12.5  cents. 

Conventional  wisdom  is  that  it  costs  legs  to  handle  nonprofit 
than  commercial  non-letter  pieces.   Even  if  it  costs  the  same, 
nonprofits  are  still  overcharged  by  almost  4  cents  per  piece. 

Now  add  the  equal  mark  up  overcharge  to  that,  and  you  begin 
to  grasp  the  great  injustice  that  has  been  foisted  on  nonprofits 
that  mail  non-letter  size  pieces  that  they  cannot  down  size. 

The    Consequence*    of    Inequity 

For  decades  Congress  has  valued  what  the  nonprofit  community 
adds  to  the  quality  of  life  in  this  country — from  philanthropy  to 
education,  promotion  and  preservation  of  the  arts,  and  advocacy 
of  ideas  which  is  the  lifeblood  of  our  pluralistic  democratic 
society. 

Without  affordable  mail  rates,  the  nonprofit  community  in 
this  country  will  shrink.   To  shift  the  cost  the  run  the  Postal 
Service  to  nonprofit  organizations  is  the  way  to  choke  off  these 
public  services. 

The  two  rate  increases  in  1991  extracted  an  increase  of  11 
percent  in  the  amount  of  money  that  nonprofit  third  class  paid  to 
Postal  Service,  and  it  caused  an  absolute  reduction  in  the  number 
of  pieces  that  nonprofit  organizations  mail. 

When  nonprofits  mail  less,  it  means  they  raise  less  money  and 
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perform  fewer  public  services  through  the  mail,  such  as  dis- 
tribute public  health  information,  scientific  journals,  etc. 

The  reduction  in  fund  raising  mail  means  that  they  also  cut 
the  public  services  they  perform  in  ways  other  than  through  the 
mail.   There  is  less  revenue  to  provide  emergency  shelter  for  the 
homeless,  medications  and  food  for  the  indigent,  scholarships — 
the  list  is  long. 

Now  is  the  time  to  correct  the  alarming  trend  that  is 
shifting  the  cost  to  operate  the  Postal  Service  to  the  pockets 
of  nonprofit  third  class  mail.   Those  pockets  are  not  deep,  and 
eventually  it  will  mean  that  other  classes  of  mailers  will  have 
to  pay  more  anyway,  as  nonprofits  get  priced  out  of  the  mail. 

Now  is  the  time  to  instill  rate  equity  and  preserve  the  good 
works  that  is  the  mission  of  the  nonprofit  community.   The  House 
and  Senate  appropriations  committees  took  that  fork  in  the  road 
last  year.   While  there  is  still  time,  we  ask  you  to  complete  the 
journey  to  rate  justice  this  year. 

Last  year,  the  nonprofit  mailing  community  developed  a  plan 
to  accomplish  this  objective.  It  received  broad  support  within 
the  larger  postal  community. 

Unfortunately,  time  ran  out  on  the  effort  between  third  class 
commercial  interests,  the  Postal  Service,  and  Congress  to  resolve 
issues  that  large  commercial  mail  interests  raised  at  the  elev- 
enth hour. 

Lee  Cassidy,  the  Executive  Director  of  the  Nonprofit  Mailers 
Federation,  will  conclude  our  testimony  with  a  thumbnail  outline 
of  the  six  principles  embodied  in  that  plan. 
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Exhibit  B 


Revenue  Foregone 
FY  1994 


USPS  request  $612.5  million 

Less  81.0 

reconciliation 

adjustment 

from  prior  years 

Full  funding  $531.5 


Applied  to  $372.0 

nonprofit  third 

class 
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Mr.  Chairman,  thank  you  again  for  the  opportunity  to  present 
this  testimony  today.   I  believe  we've  demonstrated  several 
things: 

that  nonprofits  deserve  fair  and  equitable  treatment, 
including  continued  support  for  preferred  postage  rates; 

that  we  recognize  the  constraints  placed  on  this 
Subcommittee  because  of  the  budget  deficit  and  the  need  to 
reduce  it; 

that  we  have  developed  the  basis  for  a  solution  that  would 
significantly  lower  the  need  for  the  Revenue  Forgone 
appropriation,  would  not  cost  the  Postal  Service  a  penny, 
and  would  enable  nonprofits  to  continue  to  serve  their  wide- 
ranging  constituencies; 

that  the  solution  is  embodied  in  the  six  Principles  for 
Reforming  Revenue  Forgone,  which  we  developed  jointly  with 
the  Alliance  of  Nonprofit  Mailers.   You  have  a  copy  of  those 
principles. 


We  are  ready  and  able  to  work  with  this  Subcommittee  and  any 
other  group,  at  any  time,  to  complete  the  work  at  hand. 


Thank  you,  Mr.  Chairman. 
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REFORMING  REVENUE  FORGONE 

10/28/92 

The  Postal  Reorganization  Act  of  1970  establishes 
preferred  rates  for  nonprofit  mailers. 

For  more  than  16  years,  nonprofits  were  assigned  U.S. 
Postal  Service  institutional  costs  at  rates 
significantly  higher  than  those  charged  to  regular  rate 
mailers.  In  recent  years  they  have  been  charged  with 
similar  institutional  costs. 

The  annual  appropriation  for  Revenue  Forgone  is 
intended  to  reimburse  the  USPS  for  the  share  of  its 
institutional  costs  that  the  Postal  Rate  Commission 
assigns  to  preferred  rate  mail. 

In  recent  years  the  appropriation  has  frequently  been 
inadequate,  resulting  in  a  combination  of  increased 
rates  for  nonprofit  mailers  and  costs  not  fully 
recovered  by  the  USPS.   This  problem  threatens  to 
become  worse  in  the  immediate  future.  The 
Appropriations  Committees  of  both  the  House  of 
Representatives  and  Senate  have  called  for  a 
legislative  solution  fair  and  equitable  to  all  parties. 

The  nonprofit  community  proposes  to  revise  the  method 
of  determining  and  paying  for  the  institutional  costs 
assigned  to  preferred  rate  mail.   Legislation  timed  to 
take  effect  in  FY  1994  should  be  based  on  the  following 
principles: 

1.  Preferred  rates  should  continue  to  reflect  all  of 
the  USPS1  attributable  (volume  variable)  costs  of 
handling  such  mailings. 

2.  The  assignment  of  institutional  costs  to  preferred 
rate  mailers  should  be  expressly  limited,  and  based 
on  consideration  of  the  social  and  public  benefits 
of  their  activities. 

3.  Subject  to  the  preceding  condition,  the  share  of 
USPS  institutional  costs  assigned  to  preferred 
rate  mail  should  be  determined  in  proceedings 
before  the  Postal  Rate  Commission. 

4 .  Congress  should  continue  to  appropriate  funds  to 
the  USPS  to  cover  the  full  cost  of  traditionally- 
free  mailings,  plus  institutional  costs  assigned  to 
preferred  rate  mailings. 

5.  Eligibility  for  preferred  rates  should  be 
restricted  to  mailing  activities  which  contribute 
causally  and  substantially  to  the  achievement  of 
the  mailer's  mission.   Determination  of  eligibility 
should  be  based  on  clear  and  enforceable  standards. 

6.  Preferred  rate  mailers  should  assume  a  reasonable 
share  of  transitional  costs  related  to  the  adoption 
of  these  reforms,  under  a  system  of  fair, 
eguitable,  and  stable  rates  for  all  mailers. 
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NUMBER  OF  PERMIT  HOLDERS 


Ms.  Emigh.  I  just  would  like  to  pass  out  these  charts  to  you,  if  we 
could,  so  we  can  refer  to  this  by  colors,  because  some  of  these  terms 
are  a  little  difficult. 

Let  me  respond  right  away,  clear  up  something  on  these  num- 
bers about  increase  in  growth. 

It  is  extraordinarily  important  for  you  to  understand  the  number 
of  permits  versus  number  of  permit  holders.  All  the  Postal  Service 
can  really  tell  you  is  the  number  of  permits. 

About  10  years  ago,  Congressman  Bill  Ford  made  available  to  my 
partner  and  I  the  actual  computer  printouts.  He,  Bill  Ford,  asked 
the  Postal  Service  to  print  out  all  of  their  permit  information.  And 
using  my  good  friend,  Dr.  Deming,  we  developed  a  statistical 
method  to  count. 

Now,  while  there  may  be  400,000  or  392,000  permits,  there  are 
only  about  160,000  permit  holders.  That  is  because  many  nonprofit 
organizations,  especially  large  ones  that  mail  at  various  points 
around  the  country,  need  a  permit  to  mail  in  Post  Office  A,  Post 
Office  B,  Post  Office  C,  so  a  30  percent  increase  in  permits  is  not 
any  big  deal.  That  could  actually  be  a  reduction  in  the  number  of 
permit  holders. 

Only  if  you  know  the  increase  or  decrease  in  permit  holders  will 
it  tell  you  anything  about  whether  to  be  alarmed  or  not  alarmed 
about  an  increase  in  the  number  of  permits. 

Mr.  Hoyer.  We  have  great  expectations  for  you  to  tell  us,  then, 
the  answer  to  the  question. 

Ms.  Emigh.  Nobody  knows. 

Mr.  Hoyer.  Nobody  knows? 

Ms.  Emigh.  No.  But  the  Postal  Service  has  the  data.  If  they 
would  count,  they  could  tell  us.  In  1980,  because  Congressman 
Ford,  after  insisting  that  the  Postal  Service  sit  down  with  the 
House  Post  Office  Committee  with  actual  printouts,  my  partner 
and  I,  using  a  statistical  sampling  method  which  was  designed  by 
Dr.  Deming,  the  world's  leading  statistician,  we  counted  about 
160,000  permit  holders.  But  I  was  really  surprised  to  actually  see 
the  number  of  local  churches  that  have  four  and  five  permits,  as 
well  as — we  would  go  through  page  after  page  where  one  organiza- 
tion had  maybe  20  permits.  But  it  was  still  one  organization. 

Mr.  Hoyer.  Excuse  me  for  interrupting,  but  I  understand  what 
you  are  saying.  You  make  a  good  point. 

Wouldn't  it  be  reasonable  to  conclude  that  the  Postal  Service 
would,  in  fact,  know  how  many  permit  holders  there  are?  Let  us 
say  the  Epilepsy  Foundation  of  America  has — how  many  permits 
do  you  have,  Bill;  do  you  know? 

Mr.  McLin.  About  30. 

Mr.  Hoyer.  Thirty?  Presumably  they  are  all  in  the  name  of  the 
Epilepsy  Foundation  of  America,  so  presumably  we  could  get  that 
information  from  the  Postal  Service. 

Ms.  Emigh.  Presumably,  we  could.  Why  we  haven't  been  able  to, 
I  don't  know.  They  computerized  about  five  or  six  years  ago,  be- 
cause it  used  to  be  all  manual.  When  they  computerized,  it  could 
be  that  when  they  set  up  their  program,  they  can't  tally  by  organi- 
zation or  to  tally  by  organization  and  draw  a  subset  epilepsy,  a 
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subset  of  the  March  of  Dimes,  a  subset  of  the  Church  of  the  Naza- 
renes  in  Salt  Lake  City,  but  it  could  be  that  to  go  by  subsets  could 
take  10,000  hours,  and  we  could  tie  up  their  computer  for  more  im- 
portant things  like  a  change  of  address. 
Mr.  Hoyer.  We  will  ask  those  questions. 

CALCULATION  OF  OVERHEAD  COSTS 

Ms.  Emigh.  On  to  the  Postmaster  General's  point  about — that 
nonprofits  do  not  cover  their  own  costs,  that  nonprofit  rates  are  ar- 
tificially low.  We  are  talking  about  a  postal  subsidy.  Let  me  assure 
this  committee,  I  am  going  to  prove  this  factually,  that  nonprofits 
are  subsidizing  other  classes  of  mail. 

Nonprofits  and  Congress,  combined,  are  subsidizing.  We  pay 
more  than  what  it  costs  to  handle  our  mail.  The  1970  Postal  Reor- 
ganization Act  states  very  clearly  the  policy  is  that  each  class  of 
mail  will  pay  its  own  way.  We  pay  more  than  our  own  way,  which 
means  we  are  subsidizing  other  classes. 

Now,  the  only  thing  that  you  have  to  understand,  really  this 
whole  complicated  thing  about  postal  rates  actually  becomes  very 
simple  when  you  consider  that  every  rate  consists  of  two  parts:  At- 
tributable or  direct  costs  and  institution  or  overhead  costs.  That  is 
the  blue  cost. 

I  have  covered  in  blue  the  institutional  or  overhead  costs.  So  the 
way  it  works  is,  the  Postal  Service  traces,  and  they  are  very  scien- 
tific about  this,  they  trace  the  direct  cost  to  handle  each  class  of 
mail,  first  class,  second  class,  third  class,  fourth  class. 

Just  as  a  little  snippet  about  how  serious  they  are  about  directly 
tracing  these  attributable  or  direct  costs,  they  will  have  people  fol- 
lowing with  a  stop  watch,  a  guy  pop  out  of  the  bushes  as  the  carri- 
er is  dropping  the  mail.  Before  he  puts  the  mail  in  the  box,  he  has 
a  little  scale,  what  percentage  is  first  class,  what  percentage  is 
second  class,  what  percentage  is  third  class.  So  these  direct  costs, 
costs  that  can  be  directly  attributed  to  nonprofit,  second-class  mail, 
third-class  mail,  fourth-class  mail,  are  computed  scientifically. 

Everything  else  is  in  this  blue  category,  which  they  call  "institu- 
tional costs."  It  is  not  an  economic  or  business  term;  it  is  a  Postal 
Service  term  and  basically  what  that  is  is  overhead,  and  as  with 
any  business,  how  do  you  allocate  those  overhead  costs?  It  is  inher- 
ently subjective. 

The  empirical  part  is  the  attributable  costs,  the  direct  costs. 
They  are  already  traced.  How  do  you  allocate  the  overhead  costs? 
It  is  subjective. 

Now,  the  way  the  Postal  Service,  up  until  1986,  and,  Congress- 
man, this  goes  to  your  question  about  why  the  wide  variation  in 
the  amount  of  revenue  forgone  over  the  years.  Up  until  1986,  be- 
lieve it  or  not,  the  percentage  markup  that  nonprofits  got  was 
greater  than  the  percentage  markup  for  commercial  mail. 

When  I  say  percentage  markup,  the  way  they  allocate  these  in- 
stitutional costs  is  they  say  we  take  the  attributable  costs;  that  is, 
the  box  with  the  black,  and  the  Postal  Service  and  the  Postal  Rate 
Commission  says,  "okay,  how  much  should  we  mark  that  up  by  in 
order  to  determine  how  to  distribute  the  Postal  Service's  overhead 
costs?  " 
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Congress  in  1986  said,  wait  a  minute,  one  of  the  reasons  why 
those  1982,  1983,  1984  revenue  forgone  appropriations  were  so  as- 
tronomical was  because  nonprofits  were  being  asked  to  pay  a  great- 
er percentage  of  the  postal  overhead  cost  than  the  commercial 
mail.  So  Congress  finally  said,  that  is  definitely  wrong.  The  taxpay- 
ers are  paying  way  too  much.  They  wrote  an  amendment  that  said 
that  in  no  case  could  the  Postal  Rate  Commission  assign  a  markup 
that  was  higher  than  the  commercial. 

Well,  the  way  that  has  been  played  out  in  practice  is  we  get  an 
equal  markup.  So  you  see  that  for  the  commercial  rate,  they  get  a 
46  percent  markup,  and  the  nonprofits  get  a  46  percent  markup. 
What  that  means  is  that  when  Congress  appropriates  this,  quote, 
full  funding,  what  full  funding  means  is  that  nonprofits  are  paying 
more  than  our  fair  share  of  the  Postal  Service's  overhead. 

No  way  could  the  Postal  Service  have  invested  in  a  fixed  plan 
and  capacity  to  handle  10  percent  of  its  mail  volume.  No,  the 
Postal  Service  invested  in  a  fixed  plan  capacity  to  handle  third- 
class  mail,  handle  parcels,  handle  first-class  mail,  handle  second- 
class  mail. 

So  46  percent,  this  equal  markup,  means  that  Congress  is  being 
asked  to  pay.  There  is  no  subsidy  here.  There  is  no  underfunding  of 
revenue  for  government.  Au  contrair. 

There  is  an  overfunding.  A  46  percent  markup  is  grossly  unfair. 
That  is  not  a  fair  distribution  of  rates.  And  yet  the  1970  Postal  Re- 
organization Act  was  based  on  fairness,  on  rate  equity.  Revenue 
forgone  appropriations  are  just  plain  too  high. 

Now,  what  is  a  fair  allocation?  Well,  as  I  say  by  definition,  any 
allocation  of  overhead  costs  is  going  to  be  subjective.  If  it  weren't, 
it  would  be  a  direct  cost.  So,  therefore,  we  are  sort  of  playing  with 
numbers,  but  when  we  play  with  numbers  in  any  corporation,  you 
try  to  pick  an  allocation  method  that  most  closely  approximates  re- 
ality. 

Let's  take  the  incounty  newspaper  rate.  That  is  the  third  column 
counting  over  from  the  left.  They  get  a  markup  of  23  percent. 
There  are  many  similarities  between  nonprofit  third-class  and  in- 
county newspapers. 

Actually  nonprofit  third-class  carries  more  educational  mail  and 
has  much  less  advertising  than  incounty  newspapers,  but  even  if 
we  went  to  the  incounty  newspapers'  markup  of  23  percent,  that 
would  cut  the  revenue  forgone  appropriation  in  half. 

Now,  if  we  went  to  something  that  I  think  is  even  fairer,  about 
an  11  percent  markup,  that  would  be — that  is  the  $125  million 
baseline  budget  appropriation.  So  I  think  Congress  was  on  the 
right  track  last  year  in  how  to  deal  with  this  problem. 

Basically,  what  Congress  said  was,  wait  a  minute,  what  you  are 
asking  us  to  appropriate,  this  so-called  full  funding  is  awfully  high. 
But  I  think  maybe  you  didn't  fully  realize  why  is  it  too  high.  It  is 
too  high  because  we  are  being  charged  a  markup  rate  that  is  the 
same  as  commercial  mail. 

The  way  Congress  solved  that  problem  last  year  was  they  said  to 
the  Postal  Service,  roll  that  into  your  rate  base,  and  that  actually 
is  a  very  fair  way  to  deal  with  this  problem  because  all  mailers 
then  pay  for  that,  including  nonprofits. 
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When  that  shortfall  last  year  gets  rolled  into  the  rate  base,  we 
are  going  to  pay  part  of  that.  It  is  not  going  to  be  a  penny  on  first- 
class;  it  is  not  going  to  be  a  10  percent  increase  on  third-class. 
What  they  did  last  year  is  going  to  be  a  fraction  of  a  fraction  of  a 
penny  on  everybody,  including  us. 

And  what  that  is  going  to  get  us  to  is  fairness;  nonprofits  would 
be  paying  a  markup  that  much  more  closely  approximates  the 
amount  of  the  Postal  Service  overhead  we  consume.  Now 

Mr.  Hoyer.  Your  assumption  is  that  they  adopt  your  distribu- 
tion? 

Ms.  Emigh.  Right.  Now,  because  of  all  this  talk  about  nonprofits 
being  subsidized,  that  nonprofits  are  paying  rates  that  are  artifi- 
cially low,  look  at  what  happened  to  nonletter  sized  mail.  This 
chart  that  I  just  gave  you  was  letter  mail,  but  because  of  all  this 
talk  this  morning  about  nonletter  mail,  I  just  marked  out  this 
chart  to  show  about  nonletter  mail.  That  is  why  it  looks  not  very 
professional. 

And  what  you  will  see  is  that  the  direct  cost  of  commercial  non- 
letter  mail  is  12.5  cents.  The  direct  cost  of  nonletter  third-class 
nonprofit  mail  is  16.4.  Now,  there  is  no  way  that  the  direct  cost  to 
handle  nonprofit,  nonletter  mail  costs  more  than  the  direct  cost  to 
handle  commercial  nonletter  mail. 

Mr.  Hoyer.  How  do  you  get  to  those  figures? 

Ms.  Emigh.  Right  now  the  basic  rate  for  nonletter  third-class 
mail  is  16.4  cents.  If  you  take 

Mr.  Hoyer.  OK. 

Ms.  Emigh.  That  is  the  direct  costs.  That  little  box  I  made  with 
the  hatch  line  is  very  teensy  now,  but  th§,  direct  cost  is  16.4.  We 
are  paying  16.4  in  so-called  direct  costs. 

That  is  not  really  the  direct  cost.  That  was  not  the  real  costs  that 
it  costs  the  Postal  Service  to  handle  nonprofit  third-class  nonletter 
mail.  The  direct  costs  that  the  Postal  Service  has  to  pay,  according 
to  the  last  rate  case,  is  12.5.  So  we  are  subsidizing  other  mailers. 

It  costs  the  Postal  Service  less  to  handle  nonprofit  mail  than  it 
does  to  handle  commercial  mail.  That  is  just  conventional  knowl- 
edge. Anybody  would  tell  you  that.  So  for  our  direct  costs  to  be 
now — for  us  to  be  paying  more  in  direct  cost  for  nonletter  mail 
than  the  commercial  nonletter  mail  is  paying  means  we  are  subsi- 
dizing other  mailers. 

We  are  not  asking  for  any  special  treatment.  We  are  only  asking 
for  fairness.  Fairness  is  not  for  nonprofits  to  be  paying  more  than 
what  the  Postal  Service  actually  is  paying  to  carry  our  mail. 

Congress  is  not  subsidizing  us  through  revenue  forgone.  We  are 
subsidizing  other  mailers. 

Mr.  Hoyer.  The  best  defense  is  a  good  offense. 

Mr.  Cassidy.  Let  me  summarize  quickly,  Mr.  Chairman. 

We  believe  that  we  deserve  fair  and  equitable  treatment,  includ- 
ing continued  support  in  some  form  and  in  some  amount  of  pre- 
ferred postage  rates. 

We  recognize  the  extent  of  pressure  on  this  subcommittee  be- 
cause of  the  deficit  we  need  to  reduce.  We  have  developed  a  basis 
for  a  solution.  Mr.  McLin  talked  about  it  earlier.  It  would  lower  the 
need  for  revenue  forgone — Ms.  Emigh  just  talked  about  that. 
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Our  solution  would  not  cost  the  Postal  Service  a  penny.  They 
wouldn't  lose  any  money,  and  would  enable  nonprofits  to  continue 
to  serve  a  very  wide  ranging,  somewhere  between  392,000  and 
140,000  different  constituencies,  and  that  solution  is  embodied  in 
the  principles  attached  to  our  testimony  and  to  Mr.  McLin's  testi- 
mony. You  have  a  copy  of  that. 

We  are  ready  and  able  to  work  with  this  subcommittee,  or  any- 
body else  anytime  to  complete  that  work. 

I  got  a  letter  from  one  of  our  members  this  morning,  literally 
this  morning,  Mr.  Chairman.  I  will  give  you  copies  of  the  letter.  I 
want  to  read  just  two  short  paragraphs  because  I  think  they  are 
relevant.  This  is  from  the  St.  Joseph's  Indian  School  in  South 
Dakota.  "Charitable  outreach  programs  in  a  sparsely  populated 
State  like  South  Dakota  are  only  possible  because  of  appeals. 

This  is  an  isolated  reservation,  and  they  are  talking  about  Indian 
reservations,  have  little  hope  of  economic  relief.  The  State  of  South 
Dakota  can  provide  little  for  these  neglected  Americans.  Private  or- 
ganizations must  fill  the  void  as  St.  Joseph's  has  been  doing  for 
over  five  years. 

An  increase  in  postal  rates  could  seriously  undermine  the  chari- 
table programs  of  St.  Joseph's,  forcing  cuts  to  our  reservation  pro- 
grams or  cuts  at  the  school  itself. 

Legislative  reform  of  the  postal  rate  structure  is  imperative  to 
prevent  these  closures  from  happening.  On  behalf  of  the  Lakota 
tribe,  children  and  their  families,  the  first  Americans  appeal  to  you 
to  bring  about  the  needed  reform." 

Thank  you,  Mr.  Chairman. 

Mr.  Hoyer.  Thank  you  very  much.  Essentially  what  Ms.  Emigh 
is  saying  is  that  nonprofits  are  paying  more  than  their  fair  share 
now.  Therefore,  in  effect,  if  I  might  suggest,  we  can  get  a  free 
lunch  by  passing  it  back  along  to  the  Postal  Service.  We  don't  need 
to  come  up  with  more  subsidy  because,  your  representation  is  that 
the  Postal  Service  is  trying  to  get  more  out  of  revenue  forgone 
than  is,  in  fact,  justified  by  the  costs  attributable  to  the  nonprofits. 

Mr.  Hoyer.  Now,  Mr.  Runyon's  response  to  that,  I  presume,  from 
his  perspective,  is  that  the  way  they  figure  it,  either  by  statute  or 
by  agreement,  there  are  two  alternatives:  subsidize  it,  as  they 
figure  it,  or  don't  subsidize  it  and  have  you  guys  pay  more  money. 

Mr.  McLin.  A  lot  more  money. 

Mr.  Denton.  To  stick  with  it  just  for  a  second,  we  talk  about  the 
assignment  of  overhead  being  a  purely  arbitrary  process.  Much  of 
that  is  done  in  the  Postal  Rate  Commission.  They  determine  what 
the  overhead  percentage  is  going  to  be  for  nonprofit  mailers.  It  is  a 
purely  arbitrary  process.  Who  is  to  say  what  portion  of  the  Post- 
master General's  salary  should  be  the  responsibility  of  first-class 
mail  or  parcel  mail  or  nonprofit  mail.  Again,  I  don't  think  they  go 
to  postal  facilities  in  New  York  City  to  house  nonprofit  mail. 

Mr.  Hoyer.  What  Ms.  Emigh  is  saying  is  there  is  a  disproportion- 
ate share  attributed  to  nonprofits,  i.e.  the  46  percent  versus  the 
lower  percentage  for  commercial  mail. 

I  am  not  sure  you  can  just  assign  overhead  costs  per  piece  mail, 
although  that  may  be  as  rational  as  any  way  to  do  it,  and  divide 
into  your  overhead  costs,  or  divide  into  your  costs.  Would  that  be 
unreasonable? 
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Ms.  Emigh.  Mr.  Chairman,  in  the  1970  act,  Congress  told  the 
Postal  Rate  Commission  when  they  were  deciding  how  to  allocate 
these  overhead  costs,  take  into  consideration  eight  factors,  they  are 
spelled  out  in  section  3622  of  the  Act. 

What  happens  in  the  rate  case  is  that  the  Postal  Rate  Commis- 
sion will  not  apply  all  of  those  factors  to  nonprofits,  and  we  have 
complained  bitterly,  in  1984,  in  the  1987  rate  case,  in  the  1990  rate 
case,  and  what  they  tell  us  is  as  long  as  Congress  appropriates  one 
penny  to  you  nonprofits,  you  can't  come  here  and  complain  about 
how  we  apply  the  act.  Whether  it  is  fair  or  unfair,  Congress  is 
paying  it;  you  go  to  Congress. 

So  you  were  right  a  minute  ago  when  you  said  it  is  going  to  be 
up  to  Congress,  because  we  have  been  to  the  Postal  Rate  Commis- 
sion. The  Alliance  of  Nonprofit  Mailers  is — specializes  in  the  postal 
rate  cases,  and  we  have  participated  as  well.  We  have  been  on  our 
knees  with  the  commission.  They  say,  well,  46,  of  course,  it  is  not 
fair,  but,  hey,  as  long  as  Congress  is  appropriating  one  penny,  you 
have  to  go  to  Congress  to  get  this  straightened  out,  and  so  that  is 
why  we  are  here.  Unfortunately,  it  is  going  to  fall  right  here. 

ELIGIBILITY  OF  NON-PROFIT  MAILERS 

Mr.  Denton.  There  was  a  discussion  in  the  rate  case  which 
shows  up  in  the  document  where  they  first  begin  to  explore  this 
idea  of  a  subclass,  and  in  the  rate  case  docket  they  actually  discuss 
two  different  approaches  to  assigning  markup. 

One  approach  to  assigning  markup  would  be  that  nonprofits 
have  to  bear  their  own  overhead  costs  and  that  there  isn't  an  ap- 
propriation from  Congress.  And  the  other  approach  assumes  that 
Congress  is  going  to  appropriate  revenue  foregone.  Our  argument 
would  be:  why  are  there  two  different  assignments  of  overhead 
markup?  If  nonprofits  are  responsible  for  it,  that  is  one  figure;  and 
Congress  is  responsible  for  it,  that  is  another  figure.  We  don't  un- 
derstand why  there  should  be  two  different  markup  equations. 

What  we  were  looking  to  do  last  year  was  to  work  with  the  com- 
mercial mailers  to  come  to  some  agreement  as  to  what  our  markup 
will  be,  peg  it  to  the  markup  assigned  to  commercial  mailers,  and 
lock  it  in  so  that  there  is  rate  stability  from  here  on  in. 

And  we  understand  that  there  are  some  very  serious  problems 
with  eligibility  out  there.  There  are  nonprofits  out  there  that  are 
engaged  in  some  blatantly  commercial  practices.  They  are  bad 
eggs,  we  don't  want  them  in  there.  They  dilute  the  value  of  reve- 
nue foregone.  We  want  to  help  identify  some  of  those.  We  have 
talked  about  using  the  Tax  Code  and 

Mr.  Hoyer.  Who  is  the  appropriate  entity  to  identify  those  and, 
in  fact,  to  call  them  to  task? 

Mr.  Denton.  It  would  have  to  be — in  a  sense,  it  would  have  to  be 
Congress  ultimately,  and  you  can 

Mr.  Hoyer.  Why  should  Congress  have  to  be  put  in  the  business 
of  making  a  determination  that  a  nonprofit  is  not  complying  with 
the  law?  The  Postal  Service  should  make  that  judgment.  They  are 
the  ones  who  give  the  permits.  They  are  the  ones  who  should  ulti- 
mately determine  who  are  eligible  or  not  eligible  to  receive  the 
permit. 
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Mr.  Denton.  You  would  set  standards  and  the  Postal  Service,  the 
Postal  Inspection  Service,  would  actually  police  this. 

Mr.  Cassidy.  What  we  are  talking  about,  Mr.  Chairman,  is  nar- 
rowing those  standards  for  eligibility. 

Mr.  Hoyer.  Apparently  you  and  Mr.  Runyon  both  agree  on  that. 
You  both  agree  that  there  is  a  problem. 

Mr.  Cassidy.  Yes,  sir.  And  we  last  year  went  into  almost  minute 
detail  with  the  commercial  mailers,  who  felt  that  we  were  en- 
croaching on  their  legitimate  business,  we  have  pages  and  pages 
about  that. 

NEED  TO  REACH  AGREEMENT 

Mr.  Hoyer.  It  is  clear  we  have  to  work  on  this  a  lot  between  now 
and  when  we  come  to  the  crunch  of  what  this  Committee  has  to  do. 
I  don't  want  this  Committee  to  be  in  the  position  that  we  were  in 
over  the  last  four  or  five  years  of  sort  of  twisting  in  the  wind  and 
trying  not  to  hurt  the  Epilepsy  Foundation  or  the  veterans  or  the 
local  newspapers  and  at  the  same  time  wanting  to  do  the  fiscally 
responsible  thing,  and  we  need  to  come  to  grips  with  this.  We  need 
to  resolve  it  and  we  are  going  to  spend  a  lot  of  time  doing  that. 

Let  me  recognize  Mr.  Lightfoot.  We  will  go  for  the  next  10  min- 
utes, but  I  want  to  assure  you  that  we  are  going  to  go  back  at  this, 
not  necessarily  in  a  hearing  of  this  type  but  sitting  around  the 
table,  working  this  thing  out.  We  will  get  to  Mr.  Clay  engaged  and 
those  that  we  need  to  get  engaged.  We  need  to  solve  this  problem. 

Mr.  Lightfoot. 

RATE  DETERMINATION 

Mr.  Lightfoot.  Thank  you,  Mr.  Chairman.  I  will  keep  it  very 
short  since  we  are  on  a  short  time  line. 

Following  along  with  this  discussion  about  determining  rates, 
and  I  just  offer  this  as  a  proposal  and  maybe  you,  Mr.  Chairman, 
as  much  as  anybody,  you  know,  would  it  be  appropriate  or  helpful 
if  we  had  the  GAO  do  a  study  on  the  way  that  the  rate  structure, 
how  that  is  determined?  I  don't  know  if  those  figures  would  be  of 
benefit  or  not,  but  if  you  say  there  are  eight  criteria  and  they  are 
not  using  it  on  nonprofits  but  they  are  on  others,  possibly  some- 
thing of  that  nature  would  maybe  bring  some  of  that  to  light. 

Mr.  Denton.  Anything  to  build  onto  the  record  would  be  helpful, 
I  am  sure. 

Mr.  Lightfoot.  In  this — and  I  am  not  familiar  with  the  eight  cri- 
teria that  they  use.  Is  volume  one  of  them,  by  any  chance? 

Mr.  Denton.  No. 

Mr.  Lightfoot.  It  is  not. 

Ms.  Emigh.  To  some  extent,  yes,  but  it  is  more  to  do  with  the 
content  of  the  mail  and  it  has  to  do  with  the  alternative  means. 
For  example,  mailers  that  don't  have  any  other  option  but  to  mail, 
the  1970  Act  says  to  the  Postal  Service  and  Postal  Rate  Commis- 
sion, don't  load  the  Postal  Service  costs  onto  mailers  that  don't 
have  any  other  option.  That  is  a  monopoly  mail.  So  in  a  sense  it 
has  to  do  with  volume  but  indirectly. 

Mr.  Lightfoot.  What  I  was  trying  to  get  at  is  if  it  cost  X  number 
of  dollars  to  run  a  truck  down  the  road  and  10  percent  is  not  com- 
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mercial  mail,  20  percent  is  nonprofit  and  the  rest  of  it  figures  out, 
obviously  the  markup  would  be  more  for  the  higher  volume. 

Ms.  Emigh.  That  is  exactly  the  attributable  box.  The  larger  box 
outlined  in  the  left  is  exactly  what  they  are  doing.  That  is  one  of 
the  factors,  attributable  costs. 

Mr.  Lightfoot.  Your  letter  from  St.  Joseph's  answers  one  ques- 
tion I  was  going  to  ask  about  what  would  it  cost,  but  Mr.  McLin, 
would  your  organization,  the  Epilepsy  Foundation  be  considered  an 
average  size  nonprofit? 

Mr.  McLin.  We  are  right  in  the  middle,  Congressman.  We  are  a 
$40-million-a-year  organization. 

IMPACT  OF  RATE  INCREASE 

Mr.  Lightfoot.  What  would  a  penny  increase  cost  you  in  dollar 
terms? 

Mr.  McLin.  $250,000  from  our  national  direct  mail  program 
alone.  That  does  not — so  let  me  put  that  in  a  better  perspective  for 
you.  A  penny  increase  out  of  a  budget  of  $9  million  will  cost  us 
$250,000  net. 

Now,  unlike  the  commercial  mailer,  I  heard  you  observe  when 
the  Postmaster  General  was  here,  that  it  is  better  to  know  your 
fixed  costs  and  then  you  can  plan  for  them.  In  raising  charitable 
contributions,  you  can't  fix  the  final  contribution,  so  we  don't  have 
a  pass-through  mechanism  that  a  commercial  entity  does  in  terms 
of  fixing  the  price  of  the  product,  and  so  there  is  no  corresponding 
increase  in  the  rate  of  return  because  we  pay  more  postage. 

Mr.  Lightfoot.  I  understand  that.  Thank  you  very  much. 

Mr.  Cassidy.  If  I  might  add  something  to  that,  Mr.  Lightfoot.  The 
letter  which  I  believe  you  have  a  copy  of  from  the — from  St.  Jo- 
seph's Indian  School  on  the  last  page 

Mr.  Lightfoot.  I  saw  that. 

Mr.  Cassidy  [continuing].  Includes  some  numbers  talking  about 
how  their  postage  costs  would  increase  at  two  different  percentage 
increases. 

Mr.  Lightfoot.  Yes,  rather  than  the  specific 

Mr.  Cassidy.  It  is  roughly  equivalent  to  one  of  their  major  pro- 
grams. That  is  the  point:  that  they  would  have  to  cut  those  pro- 
grams in  order  to  pay  for  the  additional  cost  of  mail. 

Mr.  Lightfoot.  Thank  you  all  very  much.  Appreciate  it,  Mr. 
Chairman. 

Mr.  Hoyer.  Mr.  Istook,  if  you  will  take  a  couple  of  minutes,  then 
we  will  close  with  Mr.  Visclosky.  I  promise  every  Member  of  the 
Committee  and  our  witnesses  who  have  not  testified  or  who  have 
testified  that  we  will  come  back  to  this. 

Mr.  Istook. 

INDENTIFICATION  OF  DECEPTIVE  MAILERS 

Mr.  Istook.  I  think  with  all  the  reference  to  the  groups  that  you 
say  are  abusing  the  system,  I  think  it  would  be  very  instructive  to 
us  to  have  a  little  more  specific  identification  of  those  who  you 
think  are  doing  so.  Anyone  want  to  bite  that  bullet? 

Mr.  Denton.  I  would  suggest  that  there  have  been  other  hear- 
ings from  other  Committees  that  have  begun  to  look  into  some  of 
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the  senior  citizens'  organizations  and  some  of  the  real  questionable 
practices  out  there.  Without  naming  and  pointing  fingers  at  any  of 
them,  because  I  don't  know  if  that  is  my  job  today,  there  are 
groups  out  there  with  deceptive  mail  practices,  and  I  think  espe- 
cially some  mail  that  is  aimed  at  deceiving  senior  citizens  should 
not  be  in  the  nonprofit  mail  stream. 

Mr.  Cassidy.  Mr.  Istook,  if  I  may,  you  are  literally  asking  us 
which  of  our  children  are  better  than  other  children.  I  think  that 
we  reached  agreement  with  commercial  mailers  last  year  really  on 
the  question  of  commercial  activity,  and  that  certainly  is  what 
bothers  them  the  most,  that  nonprofit  mailers  can,  under  the  right 
circumstances,  unfairly  compete  with  them  because  nonprofits  can 
pay  lower  rates  and  don't  pay  taxes  and  so  forth.  And  I  think  we 
reached  agreement  with  them  to  a  standard  that  if  you  have  to  pay 
unrelated  business  income  tax  on  the  revenue,  then  you  probably 
shouldn't  be  mailing  at  a  nonprofit  rate.  That  certainly  is  from  the 
commercial  mailers  standpoint,  I  believe,  the  big  problem. 

Mr.  Istook.  I  hear  a  couple  people  dodging  the  bullet.  Anybody 
want  to  bite  it? 

Ms.  Emigh.  I  think  we  should  put  this  in  perspective.  Beginning 
in  1989,  the  Postal  Service  began  finally  to  systematically  go 
through  their  mail  and  enforce  the  eligibility  qualifications.  And 
that  effort  has  stepped  up  every  year  since  that  time.  And  Con- 
gress in  November  of  1990  amended  the  law  to  tighten  eligibility. 

So  between  the  actions,  finally  for  the  first  time,  the  Postal  Serv- 
ice systematically  enforcing  the  law  and  Congress  tightening  the 
law,  I  don't  think  you  are  going  to  find  the  savings  in  eligibility 
that  you  would  like  to  find.  There  just  isn't  that  much  abuse. 

Mr.  Istook.  You  think  the  savings  may  really  be  unrelated  to  the 
unguarded  business  activity  and  it  really  is  related  to  the  Tax  Code 
as  opposed  to  the  Postal  regulations? 

Ms.  Emigh.  That  is  a  policy  decision  you  need  to  make.  If  you 
make  that  policy  decision,  there  are  going  to  be  some  savings  there 
by  saying  you  can  only  use  the  nonprofit  rate  for  tax  exempt  activi- 
ties. 

Mr.  McLin.  It  is  not  unlike  looking  for  great  budget  savings  in 
fraud  and  abuse.  There  isn't  really  that  much  there.  It  is  really  the 
eligibility  criteria.  You  read  about  the  excesses  and  all,  but  they 
are  trying  it  with  the  broad  brush. 

Mr.  Denton.  Someone  was  talking  about  the  travel  programs 
and  the  like  that  go  out  at  nonprofit  mail.  Most  of  that  was  weeded 
out  two  years  ago.  If  that  is  still  out  there,  the  Postal  inspectors 
are  out  on  the  trail  to  find  these  folks.  We  weeded  out  travel  pro- 
grams through  the  mail,  insurance  programs  through  nonprofit 
mail,  and  financial  arrangements,  the  affinity  credit  cards  that  you 
used  to  see.  All  of  those  now  are  not  allowed  at  nonprofit  rates. 

Mr.  Hoyer.  Excuse  me,  if  you  can.  Ms.  Emigh  and  you  seem  to 
say  different  things.  What  I  heard  you  saying  was  there  are  some 
bad  apples  out  there  that  are  hurting  the  good  guys,  so  to  speak, 
just  as  welfare  cheats  hurt  the  folks  who  really  need  help  because 
they  get  the  taxpayer  pretty  angry  at  helping  those  that  we  know 
don't  need  help.  There  are  probably  five  percent  out  there  cheating 
the  system  but  they  hurt  the  95  that  really  need  it. 
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Ms.  Emigh  is  saying,  you  are  really  not  going  to  get  much  out  of 
it  because  there  are  no  bad  apples. 

Mr.  Denton.  I  agree  with  Ms.  Emigh,  there  is  little  money  to  be 
found  out  there. 

Mr.  Hoyer.  Let  me  point  out  that  if  it  is  only  two  percent,  they 
are  hurting  the  rest.  There  is  not  a  Member  of  Congress  that  goes 
to  a  town  meeting  who  doesn't  get  asked  about  the  so-called  junk 
mail  that  they  get.  Then  they  get  angry  at  us  and  say,  why  are  you 
subsidizing  all  this  mail  coming  to  my  house? 

Mr.  Denton.  The  fact  is  the  travel,  insurance  and  financial  ar- 
rangements restrictions  that  were  imposed  two  years  ago,  the  Alli- 
ance identified  to  Congress.  We  helped  to  identify  them.  We  don't 
want  them  in  the  mail  stream.  They  are  diluting  the  value.  They 
are  hurting  what  it  is  we  are  trying  to  do  in  obtaining  a  fair  rate. 

One  of  the  questions  about  commercial  eligibility  and  whether  or 
not  there  is  mail  that  should  be  out  of  the  mail  stream  or  not, 
there  are  a  lot  of  arguments  from  friends  of  ours  that  believe  that 
by  selling  commercial  products  through  the  nonprofit  mailers,  it 
shouldn't  matter  what  it  is  they  are  selling.  It  should  only  matter 
where  the  money  is  going  to,  to  a  soup  kitchen  in  Denver  or  medi- 
cine in  Somalia.  That  is  another  end  of  the  argument  that  we  are 
going  to  have  to  debate  at  some  point. 

The  fact  is,  there  are  some  commercial  uses  of  the  mail  stream 
out  there  that  if  weeded  out,  will  improve  the  public  perception  of 
what  nonprofit  mail  is.  The  most  important  part,  if  I  could  walk 
away  with  anything  here,  is  that  the  nonprofit  community  is  very 
anxious  to  sit  down,  as  we  did  last  year,  and  come  to  a  compromise. 

A  concern  we  have  is  that  there  might  need  to  be  a  nudge.  Ev- 
eryone seems  to  be  waiting  for  this  great  sign  from  above  before  we 
all  sit  around  the  table  and  pick  up  the  pieces  from  last  year  and 
begin  again.  I  think  some  have  thought  maybe  this  hearing  today, 
maybe  this  is  where  the  nudge  was  going  to  happen.  Maybe  the 
Postmaster  General's  statement  was  going  to  give  us  a  nudge.  Per- 
haps it  will  come  from  just  down  the  street  when  the  White  House 
releases  the  Fiscal  Year  1994  budget.  The  language  and  the 
number  that  appear  in  that  document  might  be  the  nudge. 

The  point  is  that  on  October  3,  unless  something  is  done,  on  Oc- 
tober 3,  nonprofit  postal  rates  are  going  to  go  up  35  percent  unless 
something  is  done. 

committee's  responsibility 

Mr.  Hoyer.  Mr.  Denton,  let  me  make  a  point,  then  I  want  to  rec- 
ognize Mr.  Visclosky.  I  appreciate  Mr.  Istook,  who  I  have  been  very 
impressed  with  over  the  last  two  days.  He  asked  very  thoughtful 
questions,  gets  to  the  nub  of  the  issue  very  quickly,  and  he  is  going 
to  be  a  terrific  asset  to  the  Committee. 

We  are  prepared  to  nudge  and  we  don't  think  you  have  a  lot  of 
time.  We  don't  think  you  have  a  lot  of  time  because  the  time  is  not 
when  we  mark  up.  The  time  is  when  you  get  a  budget  number 
from  the  Administration  and  we  start  talking  about  that.  Because 
that  is  when  we  are  going  to  get  locked  in  a  position.  That  is  when 
I  am  going  to  sit  around  a  table  with  12  other  people  and  decide 
our  funding  allocation. 
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We  had  this  hearing  early,  as  you  know.  We  don't  have  a  budget. 
This  is  very  unique.  This  Committee  has  not  had  early  hearings 
like  this  before  the  budget  arrived.  Revenue  forgone  is  a  very  sub- 
stantial number  for  our  Committee.  We  only  have  $11  billion  in 
discretionary  funds,  so  you  can  see  whether  it  is  $125  million  or 
$200  million  or  $612  million;  it  is  a  pretty  significant  chunk  of 
change  that  we  have  to  deal  with  in  our  discretionary  account.  So 
we  are  going  to  nudge  and  I  am  going  to  talk  to  Mr.  Clay,  and  to 
others. 

We  have  got  to  get  this  thing  done  and  we  are  going  to  expect 
everybody  to  join  in.  We  think  you  have  been  a  very  positive  par- 
ticipant today. 

With  that,  let  me  recognize  Mr.  Visclosky,  our  new  Ranking 
Member,  who  is  also  a  very  thoughtful,  hard  working  Member.  We 
work  in  a  pretty  bipartisan  fashion.  We  are  going  to  solve  this 
problem.  We  are  going  to  solve  it,  working  with  all  of  you  because 
it  has  got  to  be  solved  and  we  no  longer  have  options. 

Mr.  Visclosky. 

ELIGIBILITY  OF  MAILERS 

Mr.  Visclosky.  Thank  you  very  much.  I  would  like  to  follow 
through  on  the  eligibility  issue  as  well.  Having  gone  to  a  number  of 
universities,  I  get  a  large  amount  of  correspondence  and  communi- 
cation from  these  universities — offers  to  travel,  to  purchase  credit 
cards,  to  purchase  insurance. 

What  is  the  distinction  in  the  eligibility  limitation  relative  to 
travel  or  financial  arrangements  and  insurance  in  terms  of  com- 
mercial use  and  universities,  for  example? 

Mr.  Denton.  We  just  talked  about  that  and  I  would  suggest  this: 
next  time  you  get  that  mail  piece,  flip  it  over  and  look  at  the  indi- 
cia where  a  stamp  would  normally  be.  What  you  will  find  is  a  lot  of 
these  nonprofit  organizations  that  had  an  arrangement  with  the 
bank,  a  credit  card  arrangement,  or  were  offering — especially 
alumni  clubs,  were  offering  travel  programs,  are  continuing  to 
offer  these  but  not  at  the  nonprofit  rates.  They  are  still  sending 
them  out  in  the  mail,  but  they  are  sending  them  at  commercial 
mail  rates. 

Ms.  Emigh.  If  I  might  interject  here  quickly.  The  difference  is  in 
the  law.  What  Congress  said  is  if  the  travel  program  is  part  of  the 
organization's  mission,  like  travel  abroad,  if  you  are  being  solicited 
to  go  to  the  Soviet  Union,  Russia,  to  study  Russian,  if  it  is  part  of 
the  organization's  mission,  that  is  eligible.  If  the  travel  program  is 
to  raise  money,  that  is  not  eligible. 

Mr.  Denton.  If  you  find  pieces  out  there  with  someone  still  offer- 
ing a  credit  card  and  something  like  that  and  insurance  pro- 
grams  

Mr.  Visclosky.  Those  are  nonprofit?  Those  are  not  nonprofit 
stamps  on  there? 

Ms.  Emigh.  On  the  credit  cards. 

Mr.  Denton.  If  they  are,  I  would  take  them  to  the  Postal  Inspec- 
tor. 

Ms.  Emigh.  Congress  did  an  across-the-board  ban  on  mailing 
credit  card  promotions  at  a  nonprofit  rate  and  almost  across-the- 
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board  ban  on  promoting  insurance.  The  exception  on  insurance  is, 
if  the  insurance  isn't  available  in  the  commercial  market  place  and 
if  they  don't  offer  insurance  for  people 

Mr.  Visclosky.  Let  me  read  my  stamps  more  carefully  in  the 
future,  and  I  will  retain  them. 

Mr.  Denton.  If  you  do  find  one,  send  it  over  to  Mr.  Runyon  and  I 
believe  their  Postal  Inspectors  would  be  real  interested. 

Mr.  Visclosky.  One  last  question.  Should  some  mailers  be  more 
eligible  than  others? 

Mr.  Cassidy.  I  think  that  a  large  organization  should  be  more  eli- 
gible than  a  small  one  in  that  it  has — it  serves  a  larger  role,  but  if 
you  are  saying,  is  Mr.  McLin's  organization  better  than  Mr.  Jones 
and  therefore  ought  to  be  able  to  get  a  larger  percentage  subsidy 
than  Mr.  Jones,  I  don't  know  on  what  basis  you  would  determine 
that. 

Mr.  McLin.  I  can  answer  that.  No. 

Mr.  Denton.  I  tell  you  what  I  would  throw  in.  I  would  throw  in 
one  footnote  because  that  is  not  a  question  I  think  you  are  going  to 
find  any  of  us  here  trying  to  answer. 

Mr.  ViSclosky.  Let  me  give  you  a  specific.  University  alumni  as- 
sociations, I  assume,  are  nonprofit  and  would  be  allowed  to  send 
nonprofit  mail.  If  someone  is  doing  serious  medical  research,  they 
were  allowed  to  send  nonprofit  mail.  Is  there  a  distinction  to  be 
made  between  those  types  of  activities,  one  being  social  in  the 
sense  of  social  improvement  given  a  specific  problem  in  society, 
while  the  other  is  for  camaraderie,  rooting  for  the  team;  is  that  as 
important  for  us? 

Mr.  Denton.  Whenever  my  alumni  association  hits  me  up  for 
bucks,  it  is  to  build  a  new  wing  for  this  or  get  a  new  assistant  pro- 
fessorship here.  They  would — if  they  were  sitting  at  this  table,  they 
would  argue  very  strenuously  that  the  funds  are  urgent  to  their 
educational  purposes. 

Mr.  Visclosky.  They  are  not  here.  I  am  asking  you. 

Ms.  Emigh.  The  way  the  law  is  written,  it  goes  by  type  of  organi- 
zation. An  alumni  association  is  only  eligible  if  the  articles  of  in- 
corporation say  they  serve  an  education  purpose  or  they  serve  a 
charitable  purpose.  It  is  not  just  any  old  alumni  association  is  eligi- 
ble, no.  And  the  Postal  Service  has  gone  and  pulled  the  permits  of 
organizations  that  can't  show  that  they  were  organized  primarily — 
that  is  the  law — organized  and  operates  primarily  for  one  of  these 
eight  enumerated  purposes:  charitable,  educational,  scientific,  reli- 
gious, veterans,  union,  and  fraternal.  It  is  spelled  out  that  is  the 
way  you  have  to  have  it  in  your  articles  of  corporation  just  to  get 
the  permit. 

Mr.  Denton.  A  problem  we  want  to  make  sure  we  avoid  is  that 
we  must  leave  the  determinations  of  eligibility  up  to  our  elected  of- 
ficials. In  the  past,  it  has  been  suggested  we  just  pose  the  question 
to  the  Postal  Rate  Commission  and  let  them  decide  who  is  worthy 
and  who  is  not.  And  there  has  always  been  a  real  serious  concern 
in  the  nonprofit  community  that  we  should  make  that  decision  in 
this  type  of  a  setting  rather  than  at  the  Postal  Rate  Commission. 

Mr.  Visclosky.  I  prefer  the  Chairman  make  those  type  of  deci- 
sions. 


112 


CONCLUSION 


Mr.  Hoyer.  We  expect  the  budget  to  come  down  probably  the 
middle  of  March,  but  maybe  after  that.  But  in  any  event,  we  would 
come  to  grips  with  this  problem  because  in  the  interest  of  everybody, 
we  ought  to  do  that. 

Thank  you  very  much.  We  look  forward  to  working  with  you. 

[Information  supplied  for  the  record  and  questions  and  answers 
for  the  record  follow:] 
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February  3,  1993 


Honorable  Steny  Hoyer 

Chairman 

House  Treasury,  Postal  Service, 

and  General  Government  Subcommittee 
1705  Longworth  House  Office  Building 
Washington,  D.C.  20515-2005 


Dear  Chairm.a» 


As  your  Subcommittee  addresses  the  issue  of  an  appropriation  for 
Postal  Service  Revenue,  the  National  League  of  Postmasters  urges 
you  to  consider  the  following  points. 

Revenue  Forgone  is  an  appropriation  made  by  Congress  to  provide  for 
reduced  postage  rates  for  certain  types  of  mail  deemed  to  be  in  the 
publ ic  interest  . 


In  short , 
Service . 


it  is  a  subsidy  to  mailers 


not 


the  U.S.  Postal 


Public  Law  91-375,  the  Postal  Reorganization  Act,  provides  that  the 
Postal  Service  should  be  fully  reimbursed  for  the  cost  it  incurs 
administering  the  Revenue  Forgone  Program. 

In  Fiscal  Years  1991,  1992  and  1993,  Congress  chose  to  "defer"  part 
of  the  Revenue  Forgone  payment  as  part  of  the  National  deficit 
reduction  efforts.  However,  i  r.  FY  '93,  the  Postal  Service  was  also 
prohibited  by  Congress  from  raising  rates  charged  to  subsidize 
mailers  to  recover  a  $360  mil  Hon  shortfall. 

If  the  Congress  continues  to  act  in  this  manner,  the  shortfall  to 
the  Postal  Service  in  FY  '94  will  reach  $1  billion,  the  equivalent 
of  a  one  cent  increase  in  First  Class  postage. 

Under  the  law,  this  cost  is  passed  on  to  the  ratepayers.  This  is 
nothing  short  of  a  "Stamp  Tax"  on  the  American  mailing  public. 

1023  North  Royal  Street    •    Alexandria.  VA  22314-1  569    •    (703)548-5922    •    FAX:  (703)  836-8937 

LEAGUE  HOTLINE:  (703)  683-0549 
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The  National  League  of  Postmasters  of  the  United  States  has 
consistently  maintained  that  who  receives  the  benefit  of  reduced 
postage  rates,  and  the  amount  of  that  benefit,  are  matters  of 
public  policy  appropriately  determined  by  Congress.  We  have  also 
insisted,  as  a  matter  of  public  policy,  that  the  program  be  funded 
by  the  public's  tax  dollars. 

In  this  regard,  the  National  League  of  Postmasters  of  the  United 
States  is  quite  concerned  with  the  developments  of  the  past  few 
years.  Deferring  and  curtailing  appropriations  without  permitting 
the  Postal  Service  to  increase  rates  for  subsidized  mailers  is 
absolutely  contrary  to  the  intent  of  the  Revenue  Forgone  Program. 
This  action  weakens  the  financial  position  of  the  Postal  Service 
and  inevitably  leads  to  sooner  and  larger  rate  increases  for  other 
customers. 

The  National  League  of  Postmasters  of  the  United  States  believes 
that  the  Revenue  Forgone  subsidy  made  to  the  Postal  Service  is 
necessary  and  should  be  fully  funded. 

We  respectfully  urge  you  to  support  and  encourage  full 
appropriation.  If  Congress  is  unable  to  fully  fund  the  program, 
the  Postal  Service  should  be  allowed  to  raise  the  rates  of  these 
subsidized  mailers. 

Mr.  Chairman,  I  would  like  this  letter  to  be  made  a  part  of  the 
official  hearing  record.. 

With  kind  regards. 

Sincerely, 


Armando  Olvera 
President 
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The  Honorable  Steny  Hoyer 

Chairman 

House  Appropriations  Subcommittee  on  Treasury, 

Postal  Service  and  General  Government 
H-164  Capitol  Building 
Washington,  DC  20515 

Dear  Chairman  Hoyer: 

The  Alliance  of  Nonprofit  Mailers  was  honored  to  appear  before  you  and  the 
Treasury-Postal  Appropriations  Subcommittee  last  week.  You  and  your  staff  are  to  be 
congratulated  for  taking  the  initiative  to  tackle  head-on  the  thorny  revenue  forgone  problem. 

The  purpose  of  this  letter  is  to  respond  to  questions  raised  in  an  additional 
communication  from  your  office  after  the  hearings: 

1.  IN  YOUR  TESTIMONY  YOU  STATED  THAT  YOUR  ORGANIZATION  IS 
"BRACED  TO  SHARE  IN  THE  PAIN  OF  A  MEANINGFUL  COMPROMISE. 
AFTER  MUCH  INTERNAL  TURMOIL,  THE  NONPROFIT  COMMUNITY 
RECOGNIZES  THAT  WE  WILL  HAVE  TO  SLASH  INTO  ELIGIBILITY  AND 
WE  MUST  SHARE  IN  TRANSITIONAL  COSTS  OF  LEGISLATIVE  CHANGE 
THAT  ARE  NOT  FUNDED  BY  THE  CONGRESS."  I  THINK  THAT  YOU 
HAVE  RECOGNIZED  IN  THAT  STATEMENT  THE  FISCAL  AND  POLITICAL 
REALITY  THAT  WE  ALL  ARE  FACING.  IN  YOUR  VIEW,  WITHOUT  FINGER 
POINTING,  WHAT  ISSUES  WERE  THE  MOST  SIGNIFICANT  IMPEDIMENTS 
TO  POSTAL  REFORM  LAST  YEAR? 

2.  HAVE  YOU  BEEN  WORKING  WITH  THE  POSTAL  SERVICE  AND  THE 
POST  OFFICE  AND  CIVIL  SERVICE  COMMITTEE  TO  TRY  TO  RESOLVE 
THOSE  DIFFERENCES? 

We  are  of  the  hope  that  the  issue  can  be  resolved  quickly,  permanently  and,  most 
importantly,  fairly.  As  mentioned  in  our  testimony,  we  were  very  close  to  doing  just  that  last 
year.  However,  our  carefully  crafted  compromise  was  undone  by  a  late  demand  from  the 
large  commercial  interests  (made  after  Chairman  Roybal's  temporary  solution  was 
announced)  that  nonprofits  pick  up  all  of  the  transitional  costs  of  the  compromise  ~  or 
about  $360  million  -  in  addition  to  the  rate  increases  and  eligibility  restrictions  to  which 
nonprofit  mailers  had  already  agreed.  In  response  to  this  eleventh-hour  demand,  nonprofits 
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agreed  to  pick  up  transitional  costs  over  a  period  of  years  if  we  were  assured  of  a  permanent 
cap  on  the  percentage  markup  for  overhead  to  be  assigned  to  nonprofit  mail.  We  were 
advised  by  the  authorizing  committee  that  no  time  was  left  in  the  process  to  consider  our 
request. 

As  you  well  know,  we  clearly  recognize  the  urgency  to  reform  the  revenue  forgone 
mechanism  of  funding  preferred  postal  rates  in  a  fashion  that  will  significantly  reduce  the 
burden  on  the  federal  budget.  To  this  end,  the  nonprofit  community  devised  the  "Principles 
of  Revenue  Forgone  Reform"  in  November  of  1992,  which  were  widely  distributed  to  all 
parties  involved  in  last  year's  compromise  attempt. 

Unfortunately,  our  ongoing  discussions  with  those  parties  have  revealed  a  hesitancy 
on  their  part  to  rejoin  us  at  the  table.  Commercial  mailers  now  want  to  know  what  the 
Postal  Service  position  will  be,  while  the  Postal  Service  awaits  the  commercial  mailers' 
position.  In  our  discussions  with  Postal  Service  staff  and  with  the  Postmaster  General,  they 
seem  transfixed  on  demanding  an  inflated  contribution  to  USPS  overhead  despite  the  effect 
on  nonprofit  mailers  and  the  political  realities  discussed  at  the  February  4  hearing.  The 
Postal  Service  now  appears  unwilling  -  at  least  publicly  -  to  absorb  any  portion  of  the 
revenue  forgone  shortfall. 

We  are  most  concerned  that  the  Postal  Service  continues  to  ignore  the  persistent  calls 
from  Congress  to  participate  in  finding  a  solution  to  the  revenue  forgone  problem  that  takes 
into  account  the  public  and  social  benefits  of  nonprofit  mail.  They  seem  unwilling  to  help 
further  important  social  considerations,  despite  their  monopoly  privileges  provided  them  in 
the  Private  Express  Statutes.  We  are  hopeful,  Chairman  Hoyer,  that  your  statements  will 
help  the  Postal  Service  see  the  importance  of  this  Congressional  mandate.  We  are  very 
appreciative  of  your  efforts  to  "nudge"  all  of  the  parties  involved  into  motion  on  solving  the 
annual  revenue  forgone  problem. 

3.  WHAT  SPECIFIC    MEANINGFUL   REFORMS    FOR   PREFERRED    RATE 
MAILERS  DO  YOU  THINK  ARE  POSSIBLE  FOR  FISCAL  YEAR  1994? 

4.  DO  YOU  HAVE  SPECIFIC  PROPOSALS  THAT  WOULD  "SLASH  INTO 
ELIGIBILITY'  FOR  PREFERRED  RATE  STATUS? 

As  stated  in  the  "Principles"  document,  nonprofits  are  willing  to  sacrifice  some  matter 
now  eligible  to  be  mailed  at  the  preferred  rate  in  order  to  ensure  a  stable  rate.  These  mail 
pieces  primarily  offer  products  not  specifically  related  to  the  mission  of  the  organization. 
In  last  year's  compromise,  we  had  settled  on  the  Unrelated  Business  Income  Tax  standard 
as  the  test  by  which  this  eligibility  question  would  be  enforced.  That  seems  to  be  the  most- 
workable  yardstick  available,  although  we  are  receptive  to  other  proposals  that  are 
administratively  workable  and  do  not  exclude  mail  that  serves  legitimate  nonprofit  purposes. 
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Page  Three 
Denton  to  Hoyer 
February  12,  1993 

5.  IN  THE  PRINCIPLES  OF  REVENUE  FORGONE  REFORM,  THE  ALLIANCE 
OF  NONPROFIT  MAILERS  RECOGNIZES  THAT  PREFERRED  RATE 
MAILERS  SHOULD  CONTINUE  TO  PAY  ALL  ATTRIBUTABLE  COSTS  AND 
THEN  GOES  ON  TO  SAY  THAT  THE  ALLOCATION  OF  INSTITUTIONAL 
(OVERHEAD)  COSTS  SHOULD  BE  LIMITED,  "BASED  ON  CONSIDERATION 
OF  THE  SOCIAL  AND  PUBLIC  BENEFITS  OF  THE  ACTIVITIES."  DOES 
THIS  MEAN  THAT  YOU  THINK  DIFFERENT  CLASSES  OF  PREFERRED 
RATE  MAILERS  OUGHT  TO  HAVE  DIFFERENT  RATES  BASED  ON  THEIR 
SOCIAL  AND  PUBLIC  BENEFITS?  FOR  EXAMPLE,  WOULD  YOU 
RECOMMEND  THAT  A  DETERMINATION  BE  MADE  AS  TO  WHETHER  OR 
NOT  UNIVERSITY  ALUMNI  ASSOCIATIONS  PROVIDE  A  GREATER  OR 
LESSER  SOCIAL  OR  PUBLIC  BENEFIT  THAN  MEDICAL  RESEARCH 
ORGANIZATIONS  AND  ESTABLISH  DIFFERENT  RATES  BASED  ON  THAT 
DETERMINATION? 

Mr.  Chairman,  as  stated  in  our  testimony,  nonprofit  mail  has  for  many  years  paid  all 
of  its  attributable  costs.  In  addition,  we  now  pay  about  $100  million  toward  the  Postal 
Service's  institutional  costs.  We  agree  that  nonprofit  mail  should  continue  to  pay  all  of  its 
attributable  costs,  as  specified  in  the  Postal  Reorganization  Act.  We  are  not  looking  for  a 
subsidy.  All  we  ask  is  relief  from  the  high  markup  and  overly-generous  contribution  to 
institutional  costs  that  are  incorporated  in  the  formula  used  to  compute  revenue  forgone, 
and  that  Congress  is  no  longer  willing  to  fund. 

The  burden  of  any  institutional  costs  imposed  on  nonprofit  mail  should,  in  our  view, 
be  based  on  consideration  of  the  many  social  and  public  benefits  conferred  by  the  activities 
of  the  organizations  that  use  preferred  rates.  To  name  but  a  few  of  those  widespread 
benefits,  they  include  research  on  ways  to  treat  or  cure  disease;  maintenance  and 
improvement  of  nonprofit  hospitals  as  community  assets;  charity  for  the  homeless,  disabled 
veterans  and  for  underprivileged  members  of  society;  and  for  preservation  of  the 
environment,  our  culture  and  our  heritage.  Organizations  that  are  eligible,  based  on  their 
social  and  public  benefits,  were  identified  by  Congress  in  the  eight  categories  established 
in  the  1970  Postal  Reorganization  Act.  Those  eight  categories  are,  we  believe,  fair  and 
reasonable  and  should  be  considered  collectively  when  the  social  and  public  benefits  of  the 
activities  of  nonprofit  organizations  are  determined  by  Congress.  Further  distinction  among 
the  eight  categories  would  be  unwarranted. 

Once  again,  we  thank  you  for  the  opportunity  to  appear  before  your  subcommittee 
and  are,  as  always,  available  to  you  and  your  staff  for  any  assistance  this  office  is  able  to 
provide. 

Sincerely, 


Neal  Denton 
Executive  Director 
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RESPONSE  BY  LEE  M.  CASSIDY,  EXECUTIVE  DIRECTOR  OF  THE  NONPROFIT 
MAILERS  FEDERATION,  TO  CHAIRMAN  HOYER'S  POST-HEARING  QUERIES: 

1 .  Finger  pointing  is  almost  necessary  to  get  at  the  truth  of  why 
there  was  no  legislative  solution  in  1992.  Nonetheless,  the  most 
significant  impediment  to  postal  reform  was  the  question  of  who 
would  pay  the  bill. 

If,  as  the  nonprofit  community  maintains,  both  direct  and  overhead 
charges  for  nonprofit  mail  are  higher  than  they  should  be,  then 
commercial  mailers  are  receiving  a  subsidy.  That  was  unarguably 
was  the  case  from  1970  until  1986,  when  the  "equal  markup" 
amendment  was  adopted,  assuring  that  overhead  allocations  to 
nonprofits  could  no  longer  be  higher  than  that  charged  to 
commercial  mailers. 

The  complaint  of  commercial  mailers  in  1992  was  that,  inasmuch  as 
overhead  costs  are  relatively  fixed,  any  lowering  of  allocation  to 
nonprofits  will  inevitably  increase  the  allocation  to  commercial 
mailers,  and  an  increase  in  rates.  The  (then)  Acting  Postmaster 
General  pointed  that  out  in  adopting  the  position  of  commercial 
mailers  as  his  own. 

It's  important  to  note  that  one  lobbyist  for  commercial  mailers, 
himself  a  former  deputy  postmaster  general,  admitted  that  the  real 
problem  is  changing  a  system  that  has  been  in  place  for  so  many 
years.  He  agreed  with  the  basis  for  our  position,  but  said  that 
things  had  gone  on  as  they  have  for  so  long  that  the  shock  to 
commercial  mailers  was  too  great  to  absorb. 

More  recently,  the  Postal  Service  has  advanced  other  arguments 
against  lowering  the  markup  charged  to  nonprofits: 

A.  that  because  large  commercial  mailers  "have  other  options" 
(they  could  take  their  substantial  business  to  "alternative 
deliverers"),  any  increase  in  commercial  rates,  even  years 
distant,  would  lower  the  ability  of  the  Postal  Service  to 
retain  those  large  customers; 

B.  that  if  Revenue  Forgone  were  lowered  to  a  modest  amount 
(presumably  less  than  $150  million),  Congress  might  consider 
the  amount  to  be  diminimus,  and  not  bother  to  fund  it, 
continuously  freezing  rates  instead; 

C.  that  by  creating  a  "subclass"  of  preferred  rates,  which  our 
proposal  would,  in  effect,  do,  more  groups  may  want  to  become 
eligible  for  preferred  rates,  thus  increasing  the  volume  of 
mail  travelling  at  those  rates.  But  Congress,  which  controls 
eligibility,  has  seen  fit  in  recent  years  to  increase 
eligibility  only  in  the  mailing  of  books  to  libraries.  The 
subsidy  for  that  eligibility  totals  just  $3  million  per  year. 
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2.  We  have  made  numerous  approaches  to  the  Postal  Service,  and 
have  been  rebuffed  each  time.  Nonetheless,  based  on  the  weak 
signal  in  the  Postmaster  General's  testimony,  we  have  again 
contacted  the  Postal  Service  to  suggest  getting  together.  We  also 
have  maintained  and.  reinforced  contacts  with  Postal  Operations, 
PRC,  and  organizations  representing  commercial  mailers.  We  are 
ready  to  meet  with  any  and  all  parties,  under  any  aegis,  at  any 
time,  to  work  towards  a  solution. 

«. 

3.  The  reforms  noted  in  the  Principles  of  Reforming  Revenue 
Forgone  are  all  possible,  as  part  of  a  package.   They  include: 

A.  lowering  the  markup  for  overhead  to  a  rate  no  higher  than 
that  charged  commercial  In-County  newspapers  (23%),  though  a 
lower  rate  (about  15%)  would  be  more  fair,  when  reflecting  the 
public  and  social  benefits  of  nonprofits,  (see  Principle  2.) 

It's  important  to  note  that,  when  the  Postal  Reorganization 
Act  was  passed  in  1970,  there  were  few  satellites  delivering 
TV  to  rural  households,  so  the  local  newspaper  was  the  most 
important  news  medium  in  rural  areas.  In  1993,  with  dramatic 
cutbacks  in  government  services  at  all  levels,  the  most 
important  deliverer  of  social  services  is  the  private, 
charitable  sector. 

B.  reducing  eligibility  to  use  nonprofit  mail  for  certain 

purposes,   including   "commercial   activity" that  which 

generates  proceeds  liable  for  Unrelated  Business  Income  Tax 
(UBIT).  While  UBIT  is  constantly  reinterpreted  by  the  IRS, 
the  nonprofit  community  does  not  have  an  alternative  standard 
for  determining  "eommercial  activity".  (See  Principle  5.) 

C.  creating  a  system  wherein  the  markup  charged  to  nonprofits 
(and  paid  by  appropriation)  is  determined  by  the  Postal  Rate 
Commission  separately  from  the  determination  of  markup  charged 
to  commercial  mailers.  There  is  presently  no  such  separate 
determination.  (See  Principle  3.) 

D.  creating  a  transitional  process  in  which  all  classes  of 
mail  would  share  the  cost,  under  a  system  of  fair,  equitable, 
and  predictable  rates.  (Recall  the  Postmaster  General's 
acknowledgement,  during  his  testimony,  that  nonprofits  usually 
don't  know  until  late  September  whether  rates  will  increase  in 
early  October.)  (See  Principle  6.) 

4.  See  response  3.B.,  above. 
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5.  The  statement  in  the  Principles  that  the  allocation  of  overhead 
costs  should  be  "based  on  consideration  of  the  social  and  public 
benefits  of  the  activities"  should  not  be  read  to  imply  that  there 
are,  should  be,  or  can  be  levels  of  public  good  that  are  reflected 
in  different  nonprofit  postage  rates.  (While  such  levels 
theoretically  could  be  determined  by  Congress,  the  Postal  Service 
would  find  it  impossible  to  administer  such  a  system. ) 

Rather,  the  statement  is  meant  to  point  out  that  the  criteria  which 
the  PRC  must  consider  when  making  rates  do  not  presently  include 
specific  authorization  to  allocate  a  lower  overhead  percentage  for 
nonprofit  third  class  mail,  compared  to  commercial  third  class 
raail.  (That's  the  PRC's  interpretation,  not  the  nonprofit 
community ' s . ) 

The  PRC  has  on  several  occasions  asked  for  such  statutory 
authority. 


As  Ms.  Emigh  pointed  out  in  her  testimony,  there  is  no  magic  to  a 
46%  markup.  The  allocation  of  overhead  costs  is  inherently 
subjective.  A  markup  percentage  of  23%  for  commercial  In-County 
newspapers  clearly  indicates  that  a  markup  percentage  of  23%  is  the 
highest  level  justifiable  for  nonprofit  mail,  and  that  a  lower 
level. . .approximately  15%... would  be  more  appropriate. 

One  way  to  achieve  that  would  be  to  set  markup  for  nonprofit  third 
mail  by  statute  at  one-third  that  of  commercial  third  class  mail, 
and  no  higher  than  the  lowest  second  class  rate. 
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3-10 
POSTAL  SERVICE  REVENUE  FORGONE  PROPOSAL 

Eligibility  Reforms  -  $112  Million  Savings 

Eliminate  Advertising  in  Nonprofit  Mail 

Most  advertising  would  be  eliminated  in  nonprofit  mail.  Second- 
class  nonprofit  mail  could  only  contain  a  nominal  amount  (less 
than  10  percent)  of  advertising.  (Estimated  Savings  -  $26  million) 
Third-class  nonprofit  mail  could  not  contain  any  advertising  except 
for  incidental  announcements  of  fund  raising  events  such  as  bake 
sales  and  car  washes.  (Estimated  Savings  -  $40  million)  This 
addresses  the  Congressional  concern  regarding  the  amount 
advertising  in  nonprofit  mail. 

Tie  to  IRS  Requirements 

Restrict  eligibility  to  the  original  "core"  group  of  nonprofit 
crganizations,  which  under  IRS  statutes,  receive  tax  deductible 
donations.  This  would  remove  most  of  the  "advocacy"  groups  which 
have  aroused  Congressional  concern  and  along  with  professional 
organizations,  social  clubs,  and  hobby  groups.  Moreover,  it  moves 
toward  a  consistent  federal  policy  of  providing  tax  deductions  and 
subsidized  rate  benefits  to  the  same  nonprofit  organizations. 
Estimated  Savings  -  $46  million) 

Prohibit  Publishers  from  using  Library  Rates 

Currently,  both  libraries  and  publishers  mailing  to  schools  and 
libraries  can  use  library  rates.  These  mailings  would  be 
restricted  to  the  mailings  of  libraries,  themselves.  (Estimated 
Savings  -  $1  million) 

Phased  Increases  for  Subsidized  Mail 

Preferred  rates  for  most  mailers  would  be  phased  up  to  their 
unsubsidized  levels  over  a  three  year  period.  For  second-class 
mailers,  the  total  increase  would  average  about  25  percent  of  their 
current  rates.  For  third-class  nonprofit  mailers,  the  increase 
would  average  approximately  30  percent. 

Retirement  of  Revenue  Forgone  Deficit 

Revenue  forgone  funding  would  continue  at  a  reduced  level  ($92 
million  under  the  administration's  budget.  These  funds  would  be 
applied  solely  to  pay  the  cost  of  free  postage  on  matter  for  the 
blind  and  voting  materials  and  to  retire  the  accumulated  deficit  of 
the  revenue  forgone  program  over  a  number  of  years. 
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LEARNING  TO  LIVE  WITHOUT  REVENUE  FORGONE 
A  TRANSITIONAL  PROPOSAL 

INTRODUCTION:   As  a  practical  matter,  the  appropriation  for 
revenue  forgone  has  all  but  ceased  to  exist.   Three  straight 
years  of  deliberate  underfunding  have  resulted  in  a  cumulative 
program  "deficit"  of  $515  million,  which  is  currently  being 
carried  by  the  Postal  Service.   The  administration's  FY  1994 
funding  proposal  of  $92  million  is  far  short  of  the  $531  million 
needed  to  support  free  mail  for  the  blind  and  maintain  subsidized 
rates  at  current  levels.   The  Postal  Service  and  its  customers 
will  soon  be  forced  to  learn  to  live  without  the  appropriated 
funding  that  has  subsidized  reduced  postage  rates  for  a  wide 
variety  of  mailers.   To  help  us  all  adjust  to  this  new  life,  the 
Postal  Service  offers  a  transitional  proposal  with  the  following 
elements: 

*  Eligibility  Reforms:   An  initial  package  of  reforms 
would  withdraw  the  subsidy  from  a  wide  variety  of 
mailings  which  do  not  have  a  clear  charitable  purpose, 
to  reduce  the  cost  of  revenue  forgone  across  the  full 
range  of  subsidized  mail  matter. 

*  Phased  Markup:   The  portion  of  the  overhead  markup  paid 
by  users  of  the  remaining  categories  of  subsidized  mail 
matter  would  be  phased  up  to  full  levels  over  three 
years,  to  allow  publishers  and  mailers  to  adjust  their 
business  plans  and  operations  to  the  end  of  subsidized 
rates.   The  portion  of  overhead  costs  not  paid  by 
subsidized  mailers  during  this  period  would  be  added  to 
the  revenue  forgone  program  deficit. 

*  Retirement  of  Revenue  Forgone  Deficit:   Revenue  forgone 
funding  would  continue  at  the  reduced  level  of  $92 
million  proposed  in  the  administration's  budget.   These 
funds  would  be  applied  solely  to  pay  the  cost  of  free 
postage  on  matter  for  the  blind  and  voting  materials, 
and  to  retire  the  accumulated  deficit  of  the  revenue 
forgone  program  over  the  necessary  number  of  years. 

ELIGIBILITY  REFORMS:   The  first  step  in  the  transitional  process 
is  to  reduce  the  overall  cost  of  revenue  forgone  across  the  full 
range  of  subsidized  mail  matter.   Every  dollar  saved  through 
eligibility  reforms  is  one  less  to  be  obtained  from  rate 
increases  on  subsidized  mailers,  or  through  the  appropriations 
process.   Ideally,  these  reforms  should  realign  eligibility  for 
subsidized  rates  to  reflect  more  closely  the  original  purposes  of 
such  rates.   A  meaningful  package  of  reforms  would  produce 
savings  of  approximately  $112  million  by  ending  subsidies  for  the 
following  types  of  mail  and  mailers: 
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*  Third-class  commercial  Advertising:   The  commercial 
rates  would  apply  to  nonprofit  third-class  bulk  mail 
which  contains  commercial-type  advertising  for 
merchandise,  products,  and  services.   (Restrictions 
already  apply  to  ads  for  credit  cards,  insurance 
policies,  and  travel  plans.)   Narrow  exceptions  would 
continue  to  allow  ads  for  functions  such  as  charity 
bazaars,  church  suppers,  and  car  washes. 
(Estimated  savings:   $40  million) 

*  Second-Class  Commercial  Advertising:   The  commercial 
rates  would  apply  to  any  issue  of  a  nonprofit  second- 
class  publication  with  an  advertising  content  of  more 
than  10  percent.   (The  postage  on  any  issue  which 
contained  not  more  than  10  percent  advertising  would 
continue  to  be  computed  as  though  the  publication 
contained  only  nonadvertising  material.) 
(Estimated  Savings:   $26  million) 

*  Advocacy  Groups,  Professional  Organizations,  and  Social 
Clubs:   Eligibility  for  subsidized  second-,  third-,  and 
fourth-class  rates  would  be  restricted  to  organizations 
exempt  from  Federal  taxation  as  501(c) (3)  charitable, 
religious,  educational,  or  scientific  groups,  501(c)(5) 
labor,  agricultural,  or  horticultural  groups,  501(c) (8) 
fraternal  beneficiary  societies,  or  501(c) (19)  veterans 
organizations.   (Eligibility  would  also  extend  to 
certain  churches  and  church  groups,  organizations  with 
minimal  gross  income,  and  classroom  schools  exempt  by 
law  or  regulation  from  applying  for  formal  recognition 
under  section  501(c)(3).)   Groups  excluded  from 
eligibility  would  include  501(c)(4)  social  welfare 
organizations,  501(c) (6)  business  leagues,  501(c) (7) 
social  clubs,  501(c) (10)  domestic  fraternal  societies, 
and  certain  political  parties  and  committees  which  are 
currently  permitted  to  mail  at  the  nonprofit  rates. 
(Estimated  Savings:   $46  million) 

*  Commercial  Book  Publishers:   The  commercial  rates  would 
apply  to  books  mailed  by  a  commercial  book  publisher  or 
distributor  to  a  school,  college,  university,  or 
library.   (The  library  rate  would  continue  to  apply  to 
books  and  other  materials  exchanged  between  such 
institutions. ) 

(Estimated  Savings:   $1  million) 

PHASED  MARKUP:   The  second  step  in  the  transitional  process  is  to 
phase  the  percentage  of  overhead  markup  paid  by  subsidized 
second-,  third-,  and  fourth-class  mailers  to  full  levels  over  a 
three-year  period.   The  overhead  costs  paid  by  subsidized  mailers 
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would  total  approximately  $117  million  in  FY  1994,  $239  million 
in  FY  1995,  and  $356  million  in  FY  1996.   At  the  end  of  this 
process,  these  mailers  would  be  fully  responsible  for  paying  the 
overhead  costs  of  their  mail,  which  until  recently  were  funded  by 
the  appropriation  for  revenue  forgone.   The  rates  paid  by  these 
mailers  would  still  be  measurably  lower  than  the  equivalent 
commercial  rates,  however,  because  they  would  be  based  on  the 
generally  lower  attributable  costs  of  the  subsidized  categories 
of  mail.   Although  it  would  produce  a  significant  temporary 
increase  in  the  revenue  forgone  deficit,  this  gradual  approach 
would  offer  a  number  of  advantages  to  postal  customers: 

*  Time  for  Adjustment:   Publishers  and  mailers  would  know 
the  size  and  timing  of  rate  increases  in  advance,  and 
would  be  able  to  adjust  their  subscription  prices, 
business  plans,  and  mailing  activities  accordingly. 

*  Softened  Financial  Impact:   Phased  rate  increases  would 
lessen  the  financial  shock  to  mailers  and  publishers 
which  have  been  accustomed  to  paying  subsidized  rates. 
The  financial  burden  on  these  customers  would  have 
already  been  reduced  by  the  package  of  reforms  adopted 
at  the  start  of  the  process. 

*  Fair  Assignment  of  Costs:   A  phased  transition  to  full 
markup  levels  would  prevent  costs  which  are  properly 
assignable  to  the  formerly  subsidized  mailers  from 
being  shifted  to  other  postal  customers,  thus  helping 
in  the  long  run  to  preserve  the  competitiveness  of  the 
Postal  Service. 

RETIREMENT  OF  REVENUE  FORGONE  DEFICIT:   The  third  and  final  step 
in  the  transitional  process  is  retirement  of  the  cumulative 
revenue  forgone  program  deficit  which  has  been  shouldered  by  the 
Postal  Service.   The  total  amount  to  be  retired  would  include  not 
only  the  $515  million  resulting  from  underfunding  in  FY  1991 
through  FY  1993,  but  the  $356  million  total  cost  of  phasing  the 
markup  on  subsidized  mail  matter  to  full  levels  over  three  years. 
All  future  appropriated  funding  would  be  earmarked  for  this 
purpose,  and  to  pay  the  continuing  cost  of  free  postage  on  matter 
for  the  blind  and  voting  materials.   This  procedure  for  retiring 
the  deficit  would  offer  the  following  advantages: 

*  Dramatic  Reduction  of  Appropriation:   The  proposed 
package  of  eligibility  reforms  would  reduce  the  cost  of 
maintaining  reduced  rates  at  current  levels  to  about 
$356  million.   In  FY  1994,  subsidized  mailers  would  pay 
$117  million  of  this  cost,  while  $239  million  would  be 
added  to  the  revenue  forgone  program  deficit.   In  FY 
1995,  subsidized  mailers  would  pay  $239  million,  and 
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another  $117  million  would  be  added  to  the  program 
deficit.   In  FY  1996,  the  entire  $356  million  would  be 
paid  by  the  formerly  subsidized  mailers.   During  this 
entire  period,  and  afterwards,  the  revenue  forgone 
appropriation  would  be  reduced  to  $92  million,  about 
$29  million  more  than  is  required  to  fund  the 
categories  of  free  mail. 

Continued  Funding  for  Free  Mail:   Appropriations  would 
continue  to  be  authorized  for  the  existing  categories 
of  free  mail.   At  current  levels  of  use,  annual  funding 
for  this  purpose  would  require  about  $63  million.   Any 
expansion  of  free  mail  categories,  or  creation  of  new 
types  of  reduced-rate  mail,  would  not  become  effective 
unless  they  were  accompanied  by  an  increase  in 
appropriated  funding. 

Retiring  the  Revenue  Forgone  Deficit:   Currently,  the 
Postal  Service  is  carrying  a  revenue  forgone  program 
deficit  of  $515  million.   The  cost  of  phasing 
subsidized  rates  to  full  overhead  markup  levels  would 
add  $356  to  this  amount,  for  a  total  of  $871  million. 
An  annual  appropriation  of  $29  million  in  excess  of  the 
amount  needed  to  fund  the  categories  of  free  mail  would 
enable  the  Postal  Service  to  retire  this  debt  over  30 
years. 
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REVENUE  FORGONE  -  PHASING  -  PREFERRED  RATES  APPROXIMATIONS 
Staging  the  rates  In  over  3  years  until  the  nonprofit  mailers  pay  the  full  subsidy 

FY  1994  Request  for  $531  Million  1/--  Illustrative  Examples 

(CENTS) 

Price  to  Nonprofit  Mailers  Staging  the  Rates 
Over  a  Three -Year  Period  Until  Unsubsldized 

Current 

Year  1 

Year  2 

Year  3 

Class  of  Service 

Rates 

Unsub 

Second-Class  Publications 

In  County 

7.0 

7.7 
10% 

8.4 
19% 

9.0 
29% 

Nonprofit 

12.8 

13.8 
8% 

14.8 
16% 

15.8 
24% 

Classroom 

17.3 

18.7 
8% 

20.1 

16% 

21.5 
25% 

Science  of  Agriculture 

15.8 

15.9 

1% 

16.1 
2% 

16.3 
3% 

Third-Class  Nonprofit 

Carrier  Route  Presort 

5.2 

6.2 

19% 

7.2 

39% 

8.2 

58% 

Presort  to  Five  Digits 

8.1 

9.1 
12% 

10.1 
25% 

11.1 
37% 

Required  Presort 

(Flat- sized  Pieces) 

16.4 

17.5 
6% 

18.5 

13% 

19.6 
20% 

Fourth-Class  Library  Rate 

137.0 

139.0 

1% 

141.0 
3% 

143.0 
4% 

Dollars  of  Subsidy  Paid  By  Preferred  Mailer 
Percentage  of  Subsidy  Paid  By  Preferred  Mailer 

$117 

33% 

$239 

67% 

$356 

100% 

Remaining  Amount  Owed  To  Postal  Service 

Percentage  of  Subsidy  Owed  To  Postal  Service 

$239 

67% 

$117 

33% 

$0 

0% 

Free  Mail  For  The  Blind  (Paid  By  Congress) 

$63 

$63 

$63 

Savings  From  Eligibility  Restrictions/Reform 

$112 

$112 

$112 

Subtotal 

$531 

$531 

$531 

Payment  Retiring  Revenue  Forgone  Debt  (Paid  By  Congress) 

$29 

$29 

$29 
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PRELIMINARY  PREFERRED  PRICE  LEVEL  APPROXIMATIONS  (IN  CENTS) 

FY  1994 


Current 

Unsubsidized 

Commercial 

Class  of  Service 

Rates 

Rates  /1 

Rates 

Second-Class  Publications 

In  County 

7.0 

9.0 

12.6 

Nonprofit 

12.8 

15.8 

15.9 

Classroom 

17.3 

21.5 

21.8 

Science  of  Agriculture 

15.8 

16.3 

16.5 

Third -Class  Nonprofit 

Carrier  Route  Presort 

5.2 

8.2 

10.9 

Presort  to  Five  Digits 

8.1 

11.1 

14.6 

Required  Presort 

16.4 

19.6 

23.3 

Fourth -Class  Library  Rate 


137.0 


143.0 


234.0 


/1   Rates  which  reflect  the  handling  costs  and  full  share  of  overhead  costs. 
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